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Since  joining  as  Museum  Director 
five  years  ago,  my  primary  role  has 
been  as  a driving  force  in  rhe  transition 
from  a 2,800  sq.  ft.  semi-basement  on 
Broadway  to  the  majestic  30,000  sq. 
ft.  at  48  Wall  Street.  It  was  a relentless 
and  understaffed  undertaking,  with 
constant  uncertainties  and  barriers  to 
success.  But  the  Board  showed  great 
courage  and  is  now  able  to  look  with 
pride  at  a widely-regarded  Museum 
poised  for  national  significance. 

As  CEO  and  project  manager,  I spent 
a full  year  negotiating  a quite  challeng- 
ing 20-year  lease.  By  early  2007,  an 
original  process  for  choosing  an  archi- 
tect, general  contractor  and  designer 
was  complete,  and  construction  and 
renovations  began.  HVAC  systems,  an 
elevator  and  all  three  floor  designs 
were  chosen,  and  there  were  seemingly 
never-ending  decisions  on  rugs  and 
marble  floors,  painting  and  fabrica- 
tors, while  we  simultaneously  created 
exhibit  content,  designs  and  branding. 
I handled  demanding  financial  issues 
while  being  executive  curator  through- 
out, and  specific  curator  for  our  entre- 
preneurship exhibit  and  co-curator  of 


Message  to  Members 


By  Lee  Kjelleren,  President  and  CEO 


our  important  exhibit  on  the  financial 
crisis.  Eight  days  of  vacation  over  three 
years  almost  seemed  excessive. 

We  opened  in  January  2008  with  a 
gala  honoring  John  Whitehead  and  this 
year  honored  Paul  Volcker.  We  have 
also  run  several  world  class  panel  and 
speaker  programs  in  our  auditorium. 
Among  other  relationships  the  Museum 
is  the  de  facto  visitor’s  gallery  for  the 
New  York  Stock  Exchange  and  pro- 
vides great  community  benefit  in  con- 
formity with  our  financial  education 
mission.  We  are  constantly  and  happily 
told  the  Museum  has  succeeded. 

It  has  been  a privilege  to  serve 
with  the  Museum’s  dedicated  staff, 
especially  right  from  the  beginning 
with  able  people  like  Kristin  Aguilera, 


who  has  been  the  heart  and  soul  of 
the  Museum.  There  are  too  many 
people  in  the  community  to  mention 
with  great  thanks  in  this  limited  space, 
but  they  know  who  they  are.  I must 
note,  however,  Jonathan  Alger  and 
his  wonderful  team  at  C&cG  Partners, 
who  were  often  philanthropic  towards 
us,  and  John  Herzog  and  Nick  Roditi, 
who  were  our  primary  benefactors. 

But  the  alpha  and  omega  is  the  staff. 
They  have  a combination  of  intellec- 
tual horsepower,  positive  attitudes  and 
commitment  to  the  Museum’s  purpose 
not  easily  encountered.  I thank  you  all, 
and  the  Board,  for  your  professional- 
ism and  dedication,  and  your  great 
patience,  as  we  together  created  an 
institution  of  lasting  value.  BO 


Lee  Kjelleren  speaks  at  the  opening  of  the  “Tracking  the  Credit  Crisis  ” exhibit. 
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Founder’s  Letter 

By  John  E.  Herzog 

After  weeks  of  work  on  my  Mas- 
ter’s thesis  at  NYU  in  1970,  1 took 
my  paper  to  my  advisor,  and  we  had 
a conference.  He  thought  the  history 
of  my  father's  brokerage  firm  for  the 
first  40  years  was  well  done,  and  that 
was  nice  to  hear.  Then  he  said  some- 
thing very  important  was  missing, 
and  I had  trouble  figuring  out  what 
that  was.  He  told  me  another  chapter 
was  needed,  titled  “Change  and  New 
Growth,"  and  that  it  ought  to  articu- 
late the  vision  and  hopes  1 had  for  the 
firm  over  the  coming  years.  So,  1 set 
to  work  once  again,  and  was  able  to 
complete  the  story  to  his  liking. 

That  is  where  the  Museum  is  now. 
At  first  there  were  only  a couple  of 
people  involved,  and  there  was  no 
exhibit  space.  Then,  we  got  some 
space,  and  were  able  to  tell  stories 
about  important  developments  in  the 
American  experience,  like  “America, 
Money  and  War”  and  how  national 
credit  came  into  being  on  a large 
scale  during  the  Civil  War  with  Union 
and  Confederate  bonds.  Larger  space 


enabled  the  Museum  to  host  the  offi- 
cial exhibit  for  the  175th  anniversary 
of  the  Erie  Canal  in  2000,  and  to 
launch  more  than  a dozen  other  well- 
received  exhibits  at  26  Broadway.  The 
Museum  has  had  four  directors,  each 
making  important  contributions  to 
the  institution’s  development,  and  the 
ability  to  bring  the  audience  closer  to 
the  national  financial  experience. 

As  Lee  Kjelleren  steps  down,  we  look 
back  on  his  excellent  accomplishments, 
bringing  the  Museum  to  its  marvelous 
space  at  48  Wall  Street  with  exhibits 
widely  praised.  Staff  development  dur- 
ing this  period  has  also  been  successful. 
His  successor  will  have  many  chal- 
lenges, and  these  will  come  during  a dif- 
ficult period  in  the  economy.  Yet  there  is 
great  enthusiasm  for  the  opportunity  to 
grow  and  develop:  creating  an  endow- 
ment for  future  success;  expanding  daily 
foot  traffic  to  the  gallery;  interacting 
with  other  groups  and  institutions  to 
enhance  programming;  bringing  more 
speakers  to  special  events;  and  many 
other  exciting  possibilities. 

The  Museum  will  not  be  able  to  do 
that  alone,  and  as  always  will  need  your 
help — as  readers  of  Financial  History , 
members,  visitors  and  participants  in 


John  Herzog  at  the  opening  of 
"Women  of  Wall  Street.  ” 


the  special  events  coming  along.  Increas- 
ingly, as  we  see  in  each  morning  news- 
paper, our  financial  experience  is  more 
closely  linked  with  the  rest  of  the  world 
in  a rapidly  changing  global  economy. 
And  always,  the  Museum’s  mission  is 
to  continue  to  bring  ideas  and  useful 
background  to  enhance  your  personal 
financial  well-being,  no 


The  Museum  is  most  grateful  for  the 
support  of  the  following  corporations 
who  have  generously  provided  fund- 
ing for  the  Museum  in  the  past  year. 

• A&E  Television  Networks 

• AEA  Investors 

• The  Bank  of  New  York  Mellon 

• BlackRock,  Inc. 

• The  Blackstone  Group 

• Bloomberg  LP 

• Bridgewater  Associates 

• Carter,  Ledyard  & Milburn,  LLP 

• The  CFA  Institute 

• The  Charles  Schwab  Corporation 

• CMF.  Group 


Corporate  Support 


Consolidated  Edison  Co. 
of  New  York 
David  N.  Deutsch 
& Company  EEC 
Fagenson  & Co. 
Geduld/Cougar 
Goldman  Sachs  &:  Co. 
LaBranche  &:  Co. 

Loews  Corporation 
Makovsky  + Company  Inc. 
The  McGraw  Hill  Companies 
Meridian  Equity  Partners 
Merrill  Lynch  & Co. 

Morgan  Stanley 
NEMCO  Brokerage,  Inc. 
Nomura  Holding  America  Inc. 


• The  Northern  Trust  Company 

• NYSE  Euronext 

• Renaissance  Technologies 

• Ripplewood  Holdings 

• Securities  Industry  and 
Financial  Markets  Assn. 

• Muriel  Siebert  & Co.,  Inc. 

• Wells  Fargo  & Company 

• Zweig-DiMenna,  LLP 

For  information  about  participating 
in  the  Museum’s  corporate  member- 
ship program  please  contact  Jeanne 
Baker  Driscoll,  Director  of  Develop- 
ment, at  212  908-4694  or  jdriscoll @ 
financialhistory.org. 
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Museum  Opens  “Women  of  Wall  Street”  Exhibit 


By  Leena  Akbtar,  Exhibits 
and  Archives  Director 

The  story  of  women  on  Wall  Street 
is  the  story  of  women  in  America. 
Issues  of  self-determination,  freedom 
and  financial  independence  clashed 
with  societal  norms  in  the  all-male 
domain  of  finance.  Until  recent 
decades,  women  had  been  excluded 
from  Wall  Street  — with  some  notable, 
pioneering  exceptions.  The  Museum’s 
new  exhibit  explores  the  progress  that 
has  been  made,  beginning  with  when  a 
woman’s  property  was  legally  her  hus- 
band’s, through  when  women  began 
to  work  along  with  men  on  Wall 
Street,  to  today,  when  women  have 
more  opportunities  than  ever  and  are 
able  to  balance  their  careers  with  their 
family  lives. 

The  historical  section  begins  in 
the  1770s  with  Abigail  Adams  who, 
as  revealed  in  issue  #92  of  Financial 
History,  traded  bonds,  sometimes  to 
the  protests  of  her  husband,  statesman 
and  future  President  John  Adams.  As 
his  wife,  Abigail’s  property  legally 
belonged  to  John.  During  the  Revo- 
lutionary War,  state  governments  and 
the  Continental  Congress  were  pay- 
ing their  soldiers  and  buying  provi- 
sions with  government-issued  bonds. 
Because  hard  currency  held  its  value 
better  than  the  debt  issued  by  a gov- 
ernment at  war,  these  notes  were  often 
sold  at  a steep  discount  to  speculators 
who  had  access  to  gold  and  silver. 
Even  though  they  were  selling  at  a 
discount,  the  government  was  still 
paying  holders  at  face  value.  Whereas 
John  and  Abigail  Adams  were  earning 
approximately  2%  a year  from  their 
land  holdings,  Abigail’s  bond  trad- 
ing activities  earned  them  24%.  On 
display  in  the  exhibit  are  reproduc- 
tions of  some  of  the  Adams’  letters, 
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The  “Women  of  Wall  Street”  exhibit,  which  opened  June  9,  profiles  such  women  as 
Abigail  Adams,  Victoria  Woodhull,  Hetty  Green,  Isabel  Benham  and  Muriel  Siebert. 
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sides  of  her  personality  rhrough  con- 
temporary tabloid  headlines. 

Later,  women  began  to  work  on 
Wall  Street  as  equals  with  men.  Isabel 
Benham  began  her  Wall  Street  career 
in  1931,  when  she  joined  the  firm  R. 
W.  Pressprich  & Co.  as  a bond  statis- 
tician. Initially  hesitant  to  reveal  that 
she  was  a woman,  she  would  sign  her 
letters  “I.  Hamilton  Benham.”  She 
later  went  on  to  become  partner  at  the 
firm,  and  earned  herself  the  nickname 
“Mother  Superior”  because  of  the 
influence  that  her  research  reports  had 
on  the  railroad  industry. 

Muriel  Siebert  was  the  first  woman 
to  purchase  a seat  on  the  New  York 
Stock  Exchange  in  1967.  She  was 
rejected  by  nine  prospective  spon- 
sors before  finding  the  two  that  were 
required  by  the  Exchange.  She  was  not 
given  the  scroll  that  all  NYSE  members 
were  required  to  display  in  their  offices 
until  the  next  president  of  the  NYSE 
came  on  board.  On  display  in  her  case 
is  the  New  York  Stock  Exchange  Con- 
stitution, which  was  adopted  in  1869, 
and  in  which  her  signature  appears 
along  with  those  of  notables  like  J.P. 
Morgan,  Jr.  and  John  D.  Rockefeller. 

The  modern  segment  of  the  exhibit 
is  comprised  of  interviews  with  nota- 
ble women  in  the  world  of  finance, 
including  Sail ie  Krawcheck,  Nancy 
Peretsman,  Abhy  Joseph  Cohen,  Rose- 
mary McFadden  and  Ann  Kaplan.  In 
a series  of  video  stations,  they  speak 
about  their  experiences,  how  they 
handled  discrimination,  and  about  the 
changes  that  they  have  seen  on  Wall 
Street  throughout  their  careers.  They 
also  address  issues  of  work/life  bal- 
ance, the  differences  in  management 
styles  between  men  and  women,  and 
how  the  addition  of  women  to  the 
workforce  has  made  Wall  Street  and 
corporate  America  more  diverse,  more 
professional  and  more  competitive. 

“Women  of  Wall  Street”  will  be  on 
display  through  January  16,2010.  Bn 


including  one  where  Abigail  explains 
to  John  the  advantages  of  investing  in 
“State  Notes”  over  investing  in  land, 
and  another  in  which  John  admon- 
ishes Abigail  not  to  participate  in  a 
speculative  land  run  on  disputed  terri- 
tory in  Vermont. 

Victoria  Woodhull  is  best  known 
for  being  the  first  woman  to  run  for 
President,  bur  she  was  also  the  first 
woman  to  open  a brokerage  in  the 
Financial  District.  In  1870,  she  and 
her  sister  Tennessee  Claflin  opened 
Woodhull,  Claflin  and  Co.  on  Broad 
Street.  The  sisters  used  the  earn- 
ings from  their  brokerage  business 
to  finance  their  radical  newspaper, 
Woodhull  ami  Claflin's  Weekly , in 
which  Woodhull  waged  war  on  Vic- 
torian sensibilities,  particularly  on 
marriage,  which  she  viewed  as  a form 
of  social  bondage.  On  display  are 


Among  the  exhibit  highlights  is 
the  NYSE  Constitution  (above) 
featuring  Muriel  Siebert’s  sig- 
nature as  tbe  first  woman  to 
purchase  a seat  on  the  Exchange. 
Siebert  (left)  attends  the  opening 
reception. 


newspaper  stories  from 
when  the  brokerage  first 
opened,  a copy  of  the 
Weekly , and  a reproduc- 
tion 1871  dress  based 
on  contemporary  accounts,  show- 
ing how  Woodhull  would  tailor  her 
clothing  to  look  masculine  in  order 
to  fit  m with  the  businessmen  on  Wall 
Street. 

Hetty  Green  is  best  known  for  being 
the  “World's  Greatest  Miser”  — the 
apocryphal  story  of  how  she  was  too 
stingy  to  pay  for  medical  treatment 
for  her  son,  who  later  lost  his  leg,  is 
usually  the  first  thing  that  comes  to 
mind  when  her  name  is  mentioned. 
However,  she  was  also  an  unusu- 
ally sharp  businesswoman.  When  she 
was  very  young,  she  would  read  the 
financial  pages  to  her  father,  who  was 
losing  his  eyesight.  She  later  struggled 
for  control  of  her  inheritance  from  the 
trustees  of  her  family’s  estate,  which 
she  was  able  to  transform  into  a for- 
tune worth  billions  in  today’s  dollars. 
The  exhibit  explores  the  lesser-known 
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Business  Leaders  and  Scholars 
Discuss  Financial  Crisis  at  Kaufman 
Events,  and  Museum  Launches 
New  Lunchtime  Series 


The  current  financial  crisis  provided 
ample  fodder  for  several  events  in  the 
Museum’s  Henry  Kaufman  Financial 
History  and  Practices  Lecture/Sympo- 
sia Series.  Private  equity  investor  Wil- 
bur Ross  began  the  2009  series  with  a 
discussion  of  President  Barack  Obama’s 
economic  programs,  and  NYSE  Euro- 
next  CEO  Duncan  Niederauer  spoke 
about  the  financial  crisis  and  prospects 
for  the  future  in  a talk  entitled  “Where 
Do  We  Go  From  Here?”  J.P.  Morgan’s 
biographer,  Jean  Strouse,  put  the  cur- 
rent crisis  into  historical  context  with 
her  presentation  on  “What  Would 
Morgan  Do?  Financial  Crises  Past  and 
Present.”  The  spring  series  concluded 
on  April  30  with  a talk  by  T.J.  Stiles 
on  his  new  Cornelius  Vanderbilt  biog- 
raphy entitled  “The  First  Tycoon”  (see 
article,  page  16),  which  the  Museum 
co-presented  with  the  New  York  Pub- 
lic Library’s  Cullman  Center  for  Schol- 


ars and  Writers. 

This  spring,  the  Museum  also  inau- 
gurated a new  lunchtime  series  to 
provide  a forum  for  visitors  to  discuss 
financial  issues  with  the  people  who 
work  on  Wall  Street.  The  Brown  Bag 
Lunch  Series  launched  on  May  6 with 
a talk  by  NYSE  floor  trader  Doreen 
Mogavero,  President  and  CEO  of 
Mogavero,  Lee  & Company,  entitled 
“Day  in  the  Life  of  a Trader.”  The 
June  event,  “Commodity  Futures 
Exchange,”  addressed  the  history  of 
the  New  York  Mercantile  Exchange 
and  CME  Group,  and  provided  infor- 
mation on  how  futures  exchanges 
function.  All  are  welcome  to  attend 
events  in  this  series,  which  will  be  held 
one  Wednesday  per  month  from  12:30 
- 1:30  p.m.  $5  tickets  are  available  at 
the  door  and  include  admission  to  the 
Museum.  For  more  information,  visit 
www.MoAF.org.  (33 


Museum 
Expands  Online 
and  Social 
Networking 
Presence 

The  Museum  is  extending  its  reach 
beyond  the  gallery  — and  its  web- 
site— by  offering  a host  of  additional 
ways  for  members,  visitors  and  fans 
to  stay  connected.  In  January,  the 
Museum  launched  an  e-newsletter  fea- 
turing select  events,  exhibits,  articles 
and  promotions.  The  e-newsletter  is 
published  monthly,  and  sign-up  is 
available  on  the  Museum’s  new  web- 
site, www.MoAF.org. 

The  Museum  also  recently  created 
a Facebook  page  and  group,  as  well  as 
a Linkedln  group,  to  begin  to  establish 
for  the  Museum  a vibrant  social  net- 
working presence  and  engage  the  pub- 
lic in  an  ongoing  dialog  on  such  sub- 
jects as  programming,  exhibits, 
collections  and  other  topics  of  inter- 
est. These  groups  are  updated  fre- 
quently and  often  include  less  formal 
content  than  the  website,  such  as 
event  reminders,  updates  as  they  are 
happening  and  photo  albums.  All  are 
welcome  to  post  their  own  content 
and  feedback  about  the  Museum  in 
this  public  forum.  (33 
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We  Do  Our  Part:  Henry  Ford  and  the  NRA 


By  Dan  Cooper  and  Brian  Grinder 

In  March,  in  a move  that  “caught 
Detroit  and  Washington  by  surprise,” 
the  Obama  administration  forced  Rick 
Wagoner  to  step  down  from  his  posi- 
tion as  Chief  Executive  Officer  of  the 
General  Motors  Corporation.  This 
move  prompted  The  New  York  Times 
to  describe  the  ongoing  federal  bailout 
of  the  US  economy  as  “a  level  of  gov- 
ernment involvement  in  business  per- 
haps not  seen  since  the  Great  Depres- 
sion” (Vlasic  and  Stolberg  2009,  A.l). 
The  administration  will  also  play  a part 
in  choosing  a new  board  of  directors 
for  the  company,  and,  after  it 
emerges  from  bankruptcy,  the 
federal  government  will  be  the 
“reluctant”  owner  of  about  60 
percent  of  the  common  shares 
of  the  new  GM.  According  to 
The  Wall  Street  journal , this  res- 
cue plan  presents  “a  thicket  of 
conflicts  unlikely  seen  before  in 
Washington”  (King,  McCracken,  and 
Spector  2009,  A.  14;  Lobb  2009,  B.2). 

In  1933,  the  Roosevelt  administra- 
tion’s National  Recovery  Adminis- 
tration (NRA)  faced  a far  different 
CEO  who  refused  to  yield  to  White 
House  pressure.  The  legendary  Henry 
Ford  was  simply  too  independent  to 
take  orders  from  Washington,  and  his 
refusal  to  sign  off  on  the  NRA  backed 
automobile  manufacturers’  code  was 
instrumental  in  scaling  back  the  emer- 
gency powers  that  had  been  granted  to 
a very  popular  President. 

The  NRA  was  created  with  the  pas- 
sage of  the  National  Industrial  Recov- 
ery Act  of  1933.  The  new  agency, 
under  the  leadership  of  the  volatile 
Hugh  S.  Johnson,  was  tasked  with 
developing  industrial  codes  that  would 
put  an  end  to  destructive  competition 
and  usher  in  a new  era  of  intra-indus- 
try cooperation.  In  his  recent  biogra- 


phy of  FDR,  H.W.  Brands  argues  that 
the  basic  idea  of  code  writing  was  very 
simple:  “Industry  was  invited  to  initi- 
ate things  by  submitting  a proposal 
for  a code — that  is,  for  a schedule 
of  production,  wages  and  prices.  The 
proposal  was  then  submitted  to  repre- 
sentatives of  workers  and  consumers, 
who  would  challenge  the  parts  they 
found  unfavorable  or  unworkable.” 
The  NRA  would  help  the  three  groups 
reach  a compromise,  the  President 
would  sign  the  code,  and  the  indus- 
try would  be  on  its  way  to  recovery 
(Brands  2008,  p.  375).  Of  course, 
the  actual  process  of  code  writing 


WE  DO 
OUR  PART 


turned  out  to  be  far  more  complex 
with  businesses  squabbling  over  code 
content  and  workers  and  consumers 
by  and  large  left  out  of  the  process.  A 
major  sticking  point  with  businesses 
was  Section  7a  of  the  NIRA  which 
recognized  labor’s  right  to  collective 
bargaining  (Bellush  1975).  Ford,  who 
was  staunchly  anti-union,  could  never 
agree  to  a code  that  approved  closed 
shop  bargaining  units. 

The  auto  industry  code  writing  pro- 
cess started  well  when  Johnson  made  a 
secret  flight  to  Detroit  in  order  to  meet 
with  Ford  and  gain  his  cooperation. 
Johnson  was  pleased  with  the  meeting 
because  Ford  agreed  to  “play  ball... 
to  the  limit  and  even  beyond”  (Ohl 
1985,  p.  128).  However,  it  became 
clear  while  the  code  was  in  its  early 
stages  of  development  that  Ford  was 
not  going  to  cooperate  because  of 
the  infamous  Section  7a,  because  he 


was  simply  unwilling  to  let  anyone 
dictate  wage,  price  and  production 
levels  to  him,  and  because  of  his  belief 
that  “extensive  government  control  of 
business”  was  the  real  purpose  behind 
the  code  (Fine  1958,  p.  360).  Johnson 
again  flew  to  Detroit  to  meet  with 
auto  executives  about  the  code  with 
the  intent  of  bringing  the  code  to  frui- 
tion whatever  the  cost.  That  cost  was 
a liberal  reinterpretation  of  Section  7a 
that  downplayed  collective  bargaining 
rights,  but  it  still  wasn’t  enough  for 
Henry  Ford.  Historian  Sydney  Fine 
contends  that  everyone  at  the  Ford 
Motor  Company  including  Ford’s  son 
Edsel  wanted  to  sign  off  on  the 
codes,  but  Ford  wouldn’t  budge 
(Fine  1958,  p.  359).  Instead  he, 
primarily  through  his  spokes- 
man William  J.  Cameron,  railed 
against  the  NRA  codes  as  pro- 
posals “being  made  in  the  name 
of  recovery  that  have  nothing  to 
do  with  recovery  and  that  seri- 
ously affect  the  fundamental  Ameri- 
can idea.  We  doubt  that  it  is  necessary 
to  scrap  America  in  order  to  achieve 
recovery.”  Ford  also  worried  that  his 
business  would  be  “...placed  under 
control  of  a committee  one-third  of 
whom  are  politicians  and  one-third  of 
whom  are  labor  leaders.”  Signing  to 
Henry  Ford  meant  giving  up  control 
of  his  company  (Fine  1958). 

Johnson,  desperate  to  reign  in  Ford, 
threatened  to  bring  Ford’s  patriotism 
into  question  by  not  allowing  him  to 
display  the  Blue  Eagle  symbol  on  Ford 
products.  Ford  reportedly  retorted, 
“Hell,  that  Roosevelt  buzzard!  I 
wouldn’t  put  it  on  the  car”  (Fine  1958, 
p.  362).  In  the  late  summer  of  1933, 
Johnson  convinced  FDR  to  impose 
a ban  on  government  purchases  of 
Ford  vehicles  and  began  a campaign 
to  convince  the  American  people  not 
to  buy  vehicles  from  Ford.  Johnson 
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told  reporters  that  he  was  planning  to 
trade  his  new  Lincoln  in  for  a Cadil- 
lac. When  asked  whether  the  President 
and  his  Cabinet  were  also  trading  in 
their  Lincolns  for  Cadillacs,  Johnson 
replied  tersely,  “1  do  not  know,  you 
must  speak  to  them'’  (The  New  York 
Times  1933,  pp.  1,  4). 

Both  the  ban  on  government  con- 
tracts and  the  campaign  to  deter  the 
public  from  buying  Ford  vehicles  ended 
in  failure.  As  Will  Rogers  quipped, 
“You  can  take  the  rouge  from  female 
lips,  the  cigarettes  from  the  raised 
hands,  the  hot  dogs  from  the  tourists’ 
greasy  paw,  but  when  you  start  jacking 
the  Fords  out  from  under  the  traveling 
public,  you  are  monkeying  with  the 
very  fundamentals  of  American  life.” 
(Fine  1963,  p.  83)  Although  the  ban 
was  in  effect  (and  even  strengthened) 
during  1934,  the  company’s  return  to 
profitability  that  year,  after  years  of 
losses,  along  with  a modest  gain  in 
market  share  prompted  Ford  to  declare, 
“So  far  as  the  Ford  Motor  Company 
is  concerned,  the  depression  is  over” 
(Nevins  and  Hill  1963,  p.  26). 

The  large  and  unwieldy  bureaucracy 
created  by  the  Roosevelt  administra- 
tion was  simply  unable  to  effectively 
coordinate  a ban  on  Ford  contracts. 
Moreover,  in  a time  of  severe  eco- 
nomic crisis,  Ford  was  able  to  score 
points  with  the  public  by  pointing 
out  the  government’s  willingness  to 
“charge  the  American  taxpayer  a 
higher  price  in  order  to  give  govern- 
ment business  to  a concern  that  pays 
lower  wages  than  the  Ford  Motor 
Company  does.  More  money  out  of 
the  taxpayers’  pocket,  less  money  in 
the  workingman’s  pocket...”  (The 
New  York  Times  1933,  p.  4).  These 
comments  were  prompted  by  a bid 
made  not  by  Ford,  but  by  a Ford 
dealership  in  Berhesda,  Maryland  that 
submitted  the  low  bid  on  a contract 
for  trucks  for  the  Civilian  Conserva- 
tion Corps.  The  bid  was  refused  and 


awarded  to  the  next  lowest  bidder 
instead,  even  though  the  Ford  dealer 
had  signed  and  was  in  compliance 
with  the  motor  vehicle  retailing  code. 
Johnson  felt  that  awarding  the  bid  to 
the  Bethesda  dealership  would  under- 
mine the  authority  of  the  NRA.  How- 
ever, in  spite  of  Johnson’s  protests, 
the  CCC  purchased  818  Ford  trucks 
from  the  Bethesda  dealer  at  the  end  of 
1933,  and  the  ban  was  slowly  relaxed 
as  the  government  first  allowed  the 
purchase  of  repair  parts  from  Ford 
and  then  vehicles  with  the  proper 
dealer  compliance  certificates  (Ohl 
1985,  pp.  168-169;  Nevins  and  Hill 
1963,  pp.  22-23). 

Ford  never  signed  the  code.  His 
stubborn  resistance  along  with  the 
gradual  realization  that  the  NRA  had 
failed  to  live  up  to  its  promise  of  creat- 
ing jobs  and  reviving  business  led  to  a 
general  disillusionment  with  the  NRA. 
When  the  Supreme  Court  ruled  that 
the  NRA  was  unconstitutional  in  May 
of  1935,  few  mourned  its  passing,  and 
the  Roosevelt  administration  began  to 
look  for  other  ways  to  revive  the  econ- 
omy. Although  the  NRA  produced 
hundreds  of  industry  codes,  many  of 
them  were  written  in  haste  and  proved 
unsatisfactory.  For  instance  the  final 
code  for  the  oil  industry  was  described 
as  “an  hermaphroditic  compromise” 
(Ohl  14S5,  p.  126),  and  the  code  for 
tire  manufacturers  only  served  to  fur- 
ther fragment  the  industry  leading  to 
an  actual  increase  in  destructive  com- 
petition (Pennock  1997).  In  spite  of 
the  much  ballvhooed  claims  of  NRA 
proponents,  the  lack  of  detailed  sta- 
tistical and  accounting  data  doomed 
the  program.  As  NRA  chronicler  Ber- 
nard Bellush  notes,  “Without  detailed 
knowledge  concerning  the  actual  costs 
and  profits  in  individual  companies, 
Johnson’s  NRA  could  not  develop  and 
enforce  responsible  codes”  (Bellush 
1975,  p.  143). 

While  the  depression-era  Roosevelt 


administration  never  became  owners 
of  the  means  of  production  and  never 
forced  a CEO  out  of  office,  it  was 
granted  extraordinary  powers  to  inter- 
vene in  the  economy  during  a time 
of  national  emergency.  FDR  inspired 
hope  and  spent  enormous  amounts  of 
money  in  an  effort  to  pull  the  economy 
out  of  the  depression,  but  in  spite  of  all 
his  efforts  the  country  remained  in  an 
economic  quagmire  for  years. 

President  Obama  could  learn  a great 
deal  from  a careful  study  of  the  suc- 
cesses and  failures  of  FDR.  He  needs 
to  establish  accurate  measureable  goals 
for  economic  recovery  and  back  away 
from  politically  expedient  bur  hope- 
lessly vague  terms  such  as  “jobs  saved 
or  created.”  Like  Roosevelt,  Obama 
has  inspired  hope,  like  Roosevelt, 
Obama  has  taken  government  inter- 
vention in  the  economy  to  new  lev- 
els, and  like  Roosevelt,  Obama  has  a 
chance  to  become  a truly  great  leader. 
To  accomplish  this  he  must  rise  above 
politics  and  display  a deft  hand  at  man- 
aging corporations  such  as  GM.  It  is  a 
daunting  task  that  calls  for  exceptional 
leadership  in  the  face  of  much  opposi- 
tion and  skepticism,  and  it  may  well 
define  Obama’s  presidency. 

Postscript:  The  ghost  of  Henry  Ford 
must  be  howling  with  delight  as  it 
watches  his  old  company  become  the 
only  US  auto  manufacturer  to  forgo 
TARP  money,  the  only  US  auto  manu- 
facturer to  remain  free  from  govern- 
ment control,  and  the  only  US  auto 
manufacturer,  to  date,  to  escape  bank- 
ruptcy. The  Ford  Motor  Company  once 
again  stands  a surprisingly  good  chance 
of  gaining  market  share  and  leading  the 
US  auto  industry’s  recovery.  HD 

Brian  Grinder  is  a professor  at  Eastern 
Washington  University  and  a member 
of  Financial  History's  editorial  board. 
Dr.  Dan  Cooper  is  the  president  of 
Active  Learning  Technologies. 

continued  on  page  35 
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How  a group  of 
business  students 
sold  Enron  a year 
before  the  collapse 

By  Gregory  DL  Morris 

Wall  Street  lore  says  that  no  one 
saw  the  collapse  of  Enron  coming. 
Chairman  Kenneth  Lay,  CFO  Andrew 
Fastow,  COO  Jeffrey  Skilling  and 
their  band  of  brigands  had  done  such 
a good  job  of  fooling  accountants, 
auditors,  investors  and  regulators  that 
the  implosion  was  a shock  to  all.  Like 
much  conventional  wisdom  on  Wall 
Street,  this  is  not  entirely  true. 

In  May  1998  a team  of  students  at 
Cornell  University’s  Johnson  Gradu- 
ate School  of  Management  (JGSM)  in 
Ithaca,  NY,  selected  Enron  as  the  sub- 
ject of  their  term  project  for  Professor 
Charles  M.  C.  Lee’s  course  in  finan- 


cial statement  analysis.  At  the  time, 
ENE  was  trading  around  $40/share 
and  was  widely  touted  by  analysts  as 
being  the  company  best  placed  to  take 
advantage  of  accelerating  deregulation 
in  energy  markets. 

To  their  own  surprise,  the  team 
returned  a “sell”  recommendation  based 
on  the  strict  application  of  the  funda- 
mental tools  Professor  Lee  had  taught 
them.  Although  the  team  did  note  that 
the  eight-variable  Beneish  model  indi- 
cated possible  earnings  manipulation, 
their  sell  recommendation  was  based 
primarily  on  an  intrinsic  value  of  about 
$35/share  versus  the  then-current  price 
of  $48/share  in  a 52-week  range  of  $35 
to  $51. 50/share. 

Later  that  year  JGSM  started  the 
Cayuga  Fund,  a live-money  invest- 
ment opened  with  $650,000.  The  sell 
call  on  ENE  had  proved  prescient, 
and  the  fund  took  a modest  position 
in  ENE  in  December  1998  at  around 
$27/share.  A separate  purchase  in 
October  1999  at  $40/share  gave  the 


fund  a holding  of  720  shares  (includ- 
ing splits)  at  an  average  purchase  price 
of  $29.40. 

The  very  next  year  the  sell  call  was 
taken  up  again,  this  time  in  greater 
urgency.  A role  in  managing  the  Cayuga 
Fund  is  part  of  the  required  curriculum 
for  second-year  students.  Two  of  them, 
Feidhlim  Boyle  and  Tyger  Park,  were 
assigned  the  energy,  mining  and  manu- 
facturing sectors,  including  Enron.  As 
Boyle  and  Park  settled  back  into  the 
class  routine  that  summer  of  2000, 
nothing  was  hotter  than  ENE,  which 
was  trading  higher  than  $90/share. 

Boyle  and  Park  were  in  Profes- 
sor Lee’s  analysis  course  two  years 
later,  and  were  familiar  with  the  1998 
evaluation.  Again  the  recommenda- 
tion was  sell  on  ENE,  but  this  time  it 
involved  real  money.  Boyle  and  Park 
stood  in  front  of  their  class  and  made 
a case  to  sell  one  of  the  highest  fliers 
on  Wall  Street. 

The  class  accepted  their  argument, 
as  did  the  faculty  and  staff  supervisors. 
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The  Cayuga  Fund  sold  its  entire  posi- 
tion in  ENE  at  S67.38  on  December 
1,  2000,  booking  a return  of  129%. 
To  be  sure,  neither  the  1998  team  nor 
Boyle  and  Park  saw  at  the  time  the 
enormity  of  the  Enron  fabrication.  But 
their  recommendations  were  hardly 
a lucky  call.  They  didn't  believe  the 
hype,  but  they  did  do  the  math. 

Exactly  one  year  and  one  day  later, 
December  2,  2001,  Enron  filed  for 
bankruptcy. 

Theory  In  Practice 

Joe  Thomas  became  dean  of  the  JGSM 
in  2007,  but  has  served  on  the  fac- 
ulty for  more  than  30  years.  While 
exceedingly  proud  of  the  fundamental 
analysis  done  by  the  students,  he  is 
quick  to  note  that  there  was  no  sense 
of  clairvoyance  at  the  time.  "It  was 
mostly  a non-event,”  Thomas  recalls. 
“There  was  some  feeling  that  Enron 
was  too  good  to  be  true,  bur  no  one 
was  prescient  enough  to  foresee  what 


actually  happened.  Our  students  sim- 
ply did  careful  analysis  that  showed 
that  what  was  going  on  with  ENE  was 
nor  sustainable.  No  one  knew  the  level 
of  fraud.” 

Doubling  its  money  on  Enron  stock 
is  certainly  a point  of  pride,  but  it  is 
just  one  of  many  good  picks  made  at 
JGSM  and  at  several  of  the  other  top 
B-schools  in  the  country.  Thomas  says 
he  and  his  fellow  deans  have  explored 
the  idea  of  monetizing  the  analysis 
that  students,  faculty  and  alumni  do. 
“We've  discussed  it,  and  we’ve  real- 
ized that  it  would  take  resources  that 
we  don't  have.” 

Occasional  interest  has  also  come 
toward  B-schools  from  Wall  Street 
firms.  Thomas  says  he  cannot  com- 
ment on  any  such  feelers,  but  it  is 

Right:  Cornell  Business  School  student 
Feidhlim  Boyle  was  part  of  the  team  that 
analyzed  Enron  and  advised  the  class 
to  sell  the  company's  stock  in  2000. 

Opposite  and  below:  Photographs 
o/  Cornell's  Parker  Center. 


known  that  at  least  one  financial  firm 
has  approached  JGSM,  and  sources  in 
the  financial  sector  and  in  academia 
suggest  there  have  been  several  such 
contacts  at  other  schools  as  well. 

The  attraction  is  clear:  pure,  funda- 
mental analysis  that  is  essentially  free 
from  bias.  But  the  devil  is  the  details, 
most  importantly  how  to  insulate  the 
schools  from  liability  and  maintain 
that  objectivity,  and  secondly  how 
to  make  reporting  regular  and  con- 
sistent. “We  can  do  the  analysis,” 
says  Thomas,  “and  we  have  discussed 
selling  the  output.  But  it  would  have 
to  be  at  arm’s  length.  There  would 
have  to  be  legal  protection.”  He  adds 
that  there  is  nothing  along  those  lines 
underway  at  present. 
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Digital  ticker  in  the  Parker  Center  at  Cornell  University. 


For  the  time  being  the  only  real 
money  at  stake  is  in  the  Cayuga  Fund. 
Thomas  stresses  that  the  Cayuga  Fund 
“is  not  just  play  money.  We  do  seri- 
ously want  to  make  money,  and  we 
are  very  proud  of  the  return,  especially 
as  this  is  an  educational  fund  and  we 
don’t  use  any  leverage.” 

As  of  May  2009,  the  fund  had  assets 
under  management  of  $11.6  million, 
according  to  Lakshmi  Bhojraj  (BA 
’95,  MBA  ’01),  director  of  the  Parker 
Center  for  Investment  Research  at 
JGSM.  She  is  also  a classmate  of  Boyle 
and  Park.  The  center  was  established 
in  1998  concurrently  with  the  creation 
of  the  Cayuga  Fund  and  the  school’s 
move  from  a Modernist  box  on  the 
edge  of  campus  to  Sage  College,  a lov- 
ingly restored  Queen  Anne  complex  in 
the  very  center  of  the  university. 

Bhojraj  says  that  Parker  Center  is 
a state-of-the-art  facility,  comparable 
in  capability,  if  not  size  to  any  trad- 
ing floor  on  Wall  Street.  “We  have 
cool  data  walls  with  live  feeds.  The 
software  and  analytical  tools  alone 
would  cost  $1.8  million  just  for  fees 
at  a commercial  operation.  Some  is 


donated,  most  comes  at  a discount, 
and  in  return  we  help  the  vendors  with 
their  beta  testing,”  she  adds. 

According  to  a recent  survey  by 
Brian  Bruce,  director  of  the  Alterna- 
tive Asset  Management  Center  of  the 
Cox  School  of  Business  at  Southern 
Methodist  University  in  Dallas,  there 
are  at  least  2 75  schools  that  have 
student-managed  live-money  invest- 
ments. Total  assets  under  management 
were  about  $340  million,  but  that  was 
pre-recession.  “It  may  be  as  low  as 
$250  million  now,”  says  Bruce.  “That 
is  why  we  are  renewing  our  survey  and 
hope  to  have  results  later  this  year.” 

Most  B-school  funds  are  quite  small, 
with  average  assets  under  management 
of  $1.4  million  and  the  median  hold- 
ing of  just  $400,000.  Ohio  State  and 
the  University  of  Minnesota  had  more 
than  $20  million  in  the  last  survey,  the 
latter  split  evenly  between  a growth 
and  an  income  fund.  Cornell  and  the 
University  of  Texas  are  the  only  other 
schools  with  more  than  $10  million. 

Bhojraj  notes  that  Cornell  is  one  of 
the  few  institutions  to  combine  a full- 
scale  trading  floor  and  a live-money 


fund  at  a research  university.  “The  Uni- 
versity of  Michigan  is  probably  most 
comparable  to  us,  but  that  is  because  it 
was  modeled  after  us,”  she  says.  “The 
University  of  Texas  at  Austin  also  has 
a trading  room  and  a fund.” 

She  further  differentiates  among 
the  educational  funds.  “I  believe  that 
many  of  the  larger  funds  hold  a lot 
of  Treasuries  and  are  managed  more 
passively.  We  are  among  the  largest 
actively  managed.”  Bhojraj  also  notes 
that  many  educational  funds  handle 
mostly  endowment  money.  “We  have 
real  investors.  The  endowment  is  one 
of  them,  but  it  is  not  a significant 
investor.” 

The  Cayuga  Fund  uses  both  a quan- 
titative and  a fundamental  approach, 
and  a proprietary  model  to  screen 
stocks.  Screened  stocks  are  passed  to 
student  sector  managers  for  funda- 
mental analysis.  The  faculty  director 
and  Parker  Center  director  supervise 
and  manage  the  risk  of  the  portfolio 
all  year.  This  includes  taking  positions 
as  hedges  and  supplementing  student 
recommendations  with  quant  picks. 
They  actively  rebalance  and  manage 
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the  portfolio  when  the  students  are 
not  in  session.  The  fund  also  has  its 
own  board  of  directors,  while  the 
dean  and  the  faculty  director  are  the 
designated  managers  (equivalent  to 
general  partners)  of  the  fund. 

JGSM  is  also  host  to  the  annual 
intercollegiate  MBA  Stock  Pitch  com- 
petition held  the  first  week  of  Novem- 
ber every  year  since  2003.  Cornell 
placed  highly  in  the  first  few  years,  but 
has  not  fared  as  well  recently.  “The 
winners  are  based  on  how  convincing 
their  pitches  are,  not  on  how  their 
picks  perform,”  says  Bhojraj.  “Our 
picks  have  done  well  on  a perfor- 
mance basis,  so  starting  this  year  we 
are  going  to  track  performance,  and 
also  back-test  our  picks  for  the  last 
couple  of  years.” 

Bruce  adds  that  intercollegiate 
stock  picking  and  pitching  competi- 
tions are  growing.  He  notes  the  Texas 
Investment  Portfolio  Symposium  is 
held  every  March,  with  the  winners 
going  on  to  the  CFA  Institute  regional 
and  global  challenges.  Doug  Vieland, 
executive  director  of  the  Association  of 
Collegiate  Business  Schools  and  Pro- 
grams says  his  organization  is  looking 
into  several  different  ways  to  raise  the 
profile  of  the  research  conducted  by 
students  at  member  institutions.  Those 
could  include  tracking  and  communi- 
cating the  number  and  performance  of 
student-managed  funds  as  well  as  the 
various  competitions. 

Parsing  the  Red  Sea 

All  that  was  years  into  the  future  when 
Partho  Ghosht,  Juan  Ocampo,  Lori 
Harris,  Erik  Simpson,  Jav  Krueger  and 
Jay  Vaidhvananrhan  put  Enron’s  num- 
bers to  the  test  in  Professor  Lee’s  class. 
“For  the  capstone  project  of  the  class, 
each  team  selected  a company  and 
applied  the  tools,”  says  Lee,  now  a vis- 
iting professor  at  the  Graduate  School 
of  Business  at  Stanford  University. 

“Partho  had  an  internship  with  an 
energy  company,  and  I think  was  talk- 
ing to  Enron  about  an  opportunity,” 
says  Krueger,  now  chief  strategist  for 


PMSI,  a medical  services  and  benefits 
management  company  for  workers 
compensation,  based  in  Tampa.  "He 
had  a passion  for  the  energy  business, 
and  he  was  a second-year  student,  so 
seniority  ruled  in  our  company  selec- 
tion.” 

Krueger  recalls  that  “Enron’s  core 
energy  business  was  easily  comparable, 
but  we  really  struggled  to  find  some  way 
to  compare  the  energy  trading  business. 
The  company’s  business  model  was 
changing,  and  there  was  a great  deal  of 
complexity.  There  was  a lack  of  clarity 
in  the  capital  and  trading  unit.” 

The  professor  recalls  that  their 
findings  were,  “no  biggie.  They  ran 
through  their  paces,  made  their  pre- 
sentation, got  a good  grade,  and  we 
posted  the  paper  online.  They  did 
a nice  job,  bur  a lot  of  good  work 
is  done  by  students.”  Lee  stresses 
that  students  don’t  have  any  incentive 
issues  the  way  many  professional  ana- 
lysts and  asset  managers  might. 

The  following  year  Boyle  and  Park 
picked  up  the  trail.  Boyle's  father  Phelim 
is  a professor  of  finance  at  Wilfrid  Lau- 
rier  University  in  Waterloo,  ON,  and 
clearly  the  apple  does  not  fall  far  from 
the  tree.  I he  younger  Boyle  is  today  a 
principal  at  Tirgarvil  Capital,  a private 
asset  management  firm  in  Waterloo. 
Park  is  an  asset  manager  with  the  large 
hedge  fund  Millennium  Partners. 

Boyle  is  quick  to  credit  l.ee  with 
providing  the  tools  and  critical 
thinking  skills  to  him  and  his  class- 
mates— although  not  without  some 
stress:  “those  first  few  months  were 
like  drinking  from  a fire  hose,”  says 
Boyle.  By  October  of  2000  the  stu- 
dents turned  to  run  their  analysis. 
“We  saw  weakening  for  FINE  on  the 
quant  scores.  As  in  the  earlier  analy- 
sis, the  Beneish  model  showed  likely 
earnings  manipulation.”  Boyle  recalls, 
“Also,  we  could  not  understand  the 
footnotes  in  the  annual  report.  We 
took  them  to  Professor  Lee,  and  he 
found  them  obscure  as  well.” 

Boyle  remembered  a comment  from 
Benjamin  Graham’s  disciple  Warren 


Buffet  to  the  effect  that  if  you  can't 
understand  the  footnotes  it  is  because 
management  does  not  want  you  to. 
That  led  Boyle  and  Park  to  the  Parker 
Center  to  take  a closer  look  at  the  raw- 
data  feeds  and  histories.  “I  remember 
pulling  up  the  insider  trading  chart  for 
ENE  and  it  was  a sea  of  red.  It  was 
just  crazy,  unreal.  I remember  it  very 
vividly.  There  were  consistent  multiple 
insider  sales  in  large  amounts.  It  was 
like  an  epiphany,  it  was  so  striking.” 

Those  harsh  red  lights  overshad- 
owed the  many  positives  for  the  com- 
pany, Boyle  says.  “This  was  a highly 
admired  company.  Their  managers 
were  so  bright,  and  they  w-ere  in  every- 
thing from  natural  gas  to  broadband 
to  yak  milk.  Their  valuation  was  50 
times  earnings.  But  they  had  lots  of 
debt,  and  they  were  not  paying  taxes 
because  they  had  no  cash  flow'.  They 
had  derivative  contracts  going  out  25 
or  30  years  on  interest  rates.  There 
were  a lot  of  ways  that  things  could  go 
wrong.  We  were  not  convinced  there 
was  fraud,  but  it  was  clear  the  finances 
were  very  confused,  and  we  were  just 
not  comfortable  holding  the  stock.  We 
pitched  to  the  class  selling  100%  of 
the  holding.” 

How  did  teams  of  B-school  stu- 
dents see  plainly  what  professional 
analysts,  asset  managers,  and  regula- 
tors missed?  They  did  the  math. 
“There  are  three  lessons,”  says  Krue- 
ger. “First  is  don't  invest  in  anything 
you  don’t  understand.  Second,  lever- 
age can  get  you  sideways  in  a hurry. 
And  third  would  be  diversify.  All 
those  people  who  lost  everything  when 
the  stock  became  worthless  — it’s  just 
a very  sad  story.”  HU 

Gregory  Dl.  Morris  is  an  independent 
business  journalist  based  in  New  York. 
He  is  principal  and  editorial  director 
of  Enterprise  & Industry  Historical 
Research,  and  is  an  active  member  of 
the  Museum's  editorial  board.  He  can 
be  contacted  at  gdlm@enterpriseand- 
industry.com. 


WWW.MOAF.ORG 


Financial  History 


S PR  I NG/Su  M M F.  R ZOO9 


Museum  of  American  Finance 


REVENGE 

How  Commodore 
Vanderbilt 
contributed  to 
Black  Friday , the 
great  financial 
panic  of  1 869, 
to  crush  his 
enemies  — 
and  then  single- 
handedly  rescued 
Wall  Street 

By  T.J.  Stiles 


“ Commodore ’’  Cornelius  Vanderbilt 


On  February  24,  1869,  the  New 
York  Herald  reported  that  Cornelius 
Vanderbilt  had  developed  a “plan 
for  a consolidation  of  all  the  railways 
connecting  the  Central  with  Chicago, 
thus. ..making  but  one  corporation 
between  New  York  City  and  the 
metropolis  of  the  West.” 

The  Herald’ s account  struck  many 
as  obvious.  Six  years  earlier,  just 
before  Vanderbilt  turned  69,  he  had 
turned  to  railroads  from  steamship 
lines,  the  business  that  had  earned 
him  the  unofficial  rank  of  “Com- 
modore”. He  had  absorbed  one  com- 
pany after  another,  moving  from  the 
New  York  & Harlem  to  the  Hudson 
River  to  the  New  York  Central.  In 
an  era  when  railroads  dominated  the 
economy,  Vanderbilt  dominated  the 


railroads  — achieving  the  new  title  of 
“Railway  King.”  It  seemed  as  if  he 
would  buy  every  line  between  Man- 
hattan and  Chicago. 

And  reaching  Chicago  made  all  the 
difference.  With  a population  soaring 
toward  300,000,  it  teemed  with  stock- 
yards,  slaughterhouses,  and  factories, 
capturing  the  rich  commerce  of  Illi- 
nois and  surrounding  states  through  a 
spider’s  web  of  rails.  To  the  nation’s 
four  trunk  lines  — the  Pennsylvania, 
Baltimore  & Ohio,  Erie,  and  New 
York  Central  railroads  — nothing  was 
more  important  than  an  undisturbed 
connection  to  the  windy  city. 

But  it  would  be  a mistake  to  assume 
that  Vanderbilt  thought  it  necessary  to 
own  the  lines  that  linked  the  Central 
to  Chicago  to  capture  their  traffic. 


Inefficiencies  could  be  limited  under 
agreements  such  as  the  one  signed  by 
Vanderbilt  and  James  F.  Joy  in  Decem- 
ber 1868.  Throughout  Vanderbilt’s 
reign  much  of  the  Central’s  freight 
would  come  over  Joy’s  Michigan  Cen- 
tral. Cooperative  fast  freight  lines 
helped  as  well,  managing  shipments 
and  dividing  profits  across  multiple 
railroads.  Finally,  the  Central  offered 
the  best  access  to  the  nation’s  most 
important  port,  and  also  to  Boston.  It 
was  at  least  as  important  to  western 
railroads  as  they  were  to  it.  In  a world 
without  enemies,  Vanderbilt  would 
have  felt  no  need  to  buy  control  of  his 
connections. 

But  then  there  was  Jay  Gould. 
As  Alfred  D.  Chandler,  Jr.,  wrote, 
“No  man  had  a greater  impact  on 
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the  strategy  of  American  railroads.” 
A small,  quiet  fellow  with  a great 
black  beard,  exactly  forty-two  years 
younger  than  Vanderbilt,  he  had  taken 
the  presidency  of  the  Erie  Railway 
after  a notorious  fight  over  control 
of  that  company  in  1868.  Ambitious 
and  farsighted,  he  embarked  on  an 
aggressive  effort  to  break  the  Erie's 
isolation — with  its  unusual  six-foot 
gauge — by  seizing  connecting  lines. 
Although  he  would  fail  in  the  end,  his 
campaign  forced  Vanderbilt  and  other 
competitors  to  begin  construction  of 
interregional  railroad  systems  of  mam- 
moth proportions. 

Gould  started  by  leasing  the  broad- 
gauge  Atlantic  6c  Great  Western, 
which  added  hundreds  of  miles  to  the 
Erie's  network.  Next  he  purchased 
stock  and  proxies  to  gain  control 
of  the  Pittsburgh,  Fort  Wayne,  6c 
Chicago  (the  “Fort  Wayne”)  — which 
happened  to  be  the  Pennsylvania  Rail- 
road's primary  connection  to  Chicago. 
This  move  jarred  the  Pennsylvania’s 
president  and  vice-president,  J.  Edgar 
Thomson  and  Thomas  A.  Scott,  out 
of  their  complacency.  Scott  quickly 
secured  an  act  from  the  Pennsylvania 
legislature  that  rigged  elections  to  the 
Fort  Wayne  board.  On  June  21,  the 
Pennsylvania  leased  the  Fort  Wayne  to 
forestall  any  further  trouble. 

Gould  turned  to  the  fragmented 
lines  that  ran  along  Lake  Erie’s  south- 
ern shore,  in  which  no  one  party 
exerted  dominance.  This  route  had 
entered  a turbulent  period  of  rapid 
consolidation,  leading  to  the  creation 
of  the  Lake  Shore  6c  Michigan  South- 
ern Railway  in  May,  a continuous 
line  from  Chicago  to  Buffalo,  where 
it  connected  to  both  the  Erie  and  the 
New  York  Central. 

On  May  31,  Vanderbilt’s  son- 
in-law,  Horace  F.  Clark,  boarded  a 
train  to  Cleveland  alongside  James 
H.  Banker  for  the  Lake  Shore's  first 
stockholders’  meeting.  They  had  in 
their  care  the  Commodore’s  interest  in 
the  new  company  — an  interest,  they 
soon  learned,  that  faced  strong  oppo- 


sition from  LeGrand  Lockwood.  A 
banker,  broker,  and  onetime  treasurer 
of  the  New  York  Stock  and  Exchange 
Board,  Lockwood  wielded  immense 
power  on  Wall  Street.  Short  and  rather 
fat,  he  had  come  to  New  York  from 
Connecticut,  at  the  age  of  eighteen, 
married  a New  York  belle,  and  rapidly 
rose  to  riches — prominently  displayed 
in  a mansion  he  built  in  Norwalk  for 
a reputed  $750,000.  With  the  half  a 
million  or  more  he  earned  each  year, 
he  traveled  to  Europe  to  purchase  fine 
art  and  won  acceptance  in  the  most 
aristocratic  parlors.  He  also  had  suf- 
fered in  Vanderbilt’s  takeover  of  the 
Central  in  1867. 

Fighting  erupted  in  the  first  Lake 
Shore  directors’  meeting  on  June  2. 
In  a series  of  close  votes,  Lockwood 
defeated  Clark's  attempt  to  control 
the  election  of  the  president.  Finally 
they  compromised  on  the  neutral  E. 
B.  Phillips,  with  Lockwood  as  trea- 
surer; Clark  and  Banker  went  on  the 
executive  committee.  An  uneasy  peace 
settled  over  the  divided  board. 

In  late  June,  Vanderbilt  himself 
inspected  the  line,  a clear  sign  of 
his  particular  concern  with  the  Lake 
Shore.  Accompanied  by  Phillips,  he 
traveled  the  route  to  Chicago  in  a spe- 
cial train,  in  his  first  recorded  visit  to 
the  city.  In  early  July,  he  went  to  Sara- 
toga Springs  as  usual.  On  July  12,  he 
unexpectedly  returned  to  Cleveland  to 
consult  with  major  Lake  Shore  stock- 
holders. These  movements  left  observ- 
ers mystified.  “1  hardly  know  what 
to  say,”  one  man  wrote  to  financier 
Frastus  Corning.  “It  is  now  my  belief 
that  the  Commodore  will  in  some  way 
secure  the  Central  of  the  main  line  to 
the  Pacific." 

Some  of  those  closest  to  Vander- 
bilt had  a more  pessimistic  view.  In 
August,  a story  circulated  that  one 
of  his  daughters  was  seen  teaching 
her  own  daughter  to  mend  stockings; 
when  asked  why  she  would  trouble 
herself  with  such  a menial  occupation, 
she  replied,  “There  was  no  telling  what 
a woman  might  be  called  upon  to  do 


in  this  country,  or  what  fare  awaited 
her,  and  she  believed  in  instructing 
them  [her  daughters)  in  useful  arts  as  a 
preparation  for  any  reverse  that  might 
overtake  them.” 

Perhaps  she  knew  that  Gould  and 
Lockwood  were  scheming  to  freeze 
Vanderbilt  out  of  the  Lake  Shore.  Over 
the  summer,  the  two  negotiated  an  alli- 
ance, aided  by  the  entertainment  skills 
of  James  Fisk,  Gould’s  flamboyant 
partner.  “The  Erie  clique,”  according 
to  the  New  York  Herald , “wined  and 
dined  the  Michigan  Southern  party  at 
the  lower  Delmonico’s,  and  bought 
every  argument  to  bear  in  favor  of  a 
union  of  the  two  lines.”  On  August 
16,  they  concluded  a deal  at  a secret 
meeting  in  West  Point.  They  agreed  to 
divert  Lake  Shore  traffic  to  the  Erie; 
more  importantly,  they  would  lay  a 
third  rail  on  the  Erie  to  open  it  to  the 
Lake  Shore’s  standard-gauge  trains, 
funded  by  $5  million  in  Erie  bonds,  on 
which  the  Lake  Shore  would  pay  the 
interest.  In  return,  Gould  would  aban- 
don his  plans  to  build  a broad-gauge 
line  to  Chicago.  At  a Lake  Shore  board 
meeting  on  August  19,  the  agreement 
steamed  through  with  Lockwood’s 
support  over  Clark's  futile  objections. 

At  first,  the  consolidation  of  the 
South  Shore  lines  appeared  to  be  the 
end  of  Vanderbilt’s  troubles.  Instead, 
that  critical  route  seemed  to  slip  out 
of  his  hands  before  he  could  grasp 
it.  “The  absorption  of  the  line  by  the 
Erie  will  be  the  eventual  result,”  the 
Herald  wrote.  “But  the  Commodore 
is  fertile  in  resources.” 

On  September  2,  Vanderbilt 
returned  to  face  the  crisis.  Over  the 
summer,  Lockwood — confident  in  his 
understanding  with  Gould  — had  pur- 
chased on  credit  $1.25  million  worth 
of  new  Lake  Shore  stock,  issued  as  part 
of  the  consolidation.  Vanderbilt  had 
bided  his  time.  The  perfect  moment 
for  his  revenge  would  be  the  autumn, 
when  the  harvest  and  shipment  of 
the  nation’s  crops  would  squeeze  the 
money  market.  Now  he  quietly  issued 
contracts  for  sale  of  his  own  Lake 
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Certificate  for  10  shares  of  stock  in  ]ay  Gould’s  Erie  Railway  Company 
dated  October  13,  1869  and  signed  by  Gould  as  president. 


Shore  stock,  along  with  1,000  shares 
held  by  the  New  York  Central.  On 
September  13,  money  became  scarce  in 
New  York.  Vanderbilt  struck. 

“The  whole  course  and  tendency  of 
prices  have  been  reversed  with  magic- 
like power,”  the  New  York  Herald 
reported  on  September  19.  It  explained 
the  next  day,  “The  veteran  Commodore 
indignantly  tossed  all  his  Lake  Shore 
stock  on  the  market  and  brought  about 
a break  in  the  stock  which  threatened 
the  credit  of  his  enemies  and  certainly 
entailed  great  losses  upon  them.”  Van- 
derbilt delivered  all  his  stock  on  three 
successive  days,  collapsing  Lake  Shore 
from  107  to  75.  This  erased  its  value 
as  collateral  for  the  heavily  leveraged 
Lockwood,  leaving  him  “throughly 
frightened,”  as  the  Herald  wrote.  He 
begged  for  mercy.  Vanderbilt  gave 
none.  Lockwood  & Co.,  long  one  of 
the  Wall  Street’s  great  houses,  declared 
bankruptcy  on  October  1 . “The  veteran 
Commodore,”  the  Herald  noted,  was 
“an  unrelenting  enemy.” 

The  waters  in  which  he  drowned 
Lockwood  proved  nearly  fatal  to  him- 
self. By  striking  down  Lake  Shore  he 
inadvertently  contributed  to  Black 
Friday,  one  of  the  greatest  panics  in 
American  financial  history.  The  imme- 


diate catalyst  for  the  disaster  lay  in  a 
breathtaking  financial  scheme  crafted 
by  Gould.  Well  aware  that  the  Gold 
Room — the  market  where  greenbacks 
and  gold  dollars  were  traded — served 
as  an  international  currency  exchange, 
Gould  wanted  to  drive  down  the  price  of 
greenbacks  to  make  American  exports 
cheaper  overseas.  The  result  would  be  a 
bounty  for  the  railroads  as  more  crops 
were  shipped  to  seaports  in  the  Fall.  He 
brought  Fisk  into  the  plan,  and  together 
they  lobbied  President  Grant  to  limit 
sales  of  government  gold  from  customs 
duties  collected  in  New  York.  The  plot 
also  promised  personal  profit,  provided 
Gould  could  properly  time  the  sale  of 
massive  amounts  of  gold  he  purchased 
in  August  and  September. 

Gould  and  Fisk’s  attempt  to  corner 
the  gold  market  played  out  in  a field 
beyond  Vanderbilt’s  immediate  affairs, 
as  they  colluded  with  the  president’s 
brother-in-law,  bribed  the  federal  sub- 
treasurer in  New  York,  and  even  opened 
a gold  account  for  first  lady  Julia  Grant. 
Their  campaign  did  not  go  unopposed. 
Brokers  who  were  bears  in  gold  fought 
back  mightily.  Then  Vanderbilt  ham- 
mered the  weak  money  market  with 
his  attack  on  Lake  Shore  stock.  Gould 
and  Fisk  even  accused  the  Commodore 


of  carrying  out  a lock-up  to  tighten 
credit.  Fisk  responded  by  flamboyantly 
bidding  the  gold  premium  up  to  heights 
not  seen  since  the  Civil  War.  The  finan- 
cial frenzy  seemed  to  threaten  the  econ- 
omy’s stability,  and  rumors  of  Grant’s 
involvement  did  not  go  unnoticed  in 
the  White  House.  Finally  Grant  decided 
to  intervene.  He  ordered  Treasury  Sec- 
retary George  Boutwell  to  sell  a few 
million  in  gold.  This  action  sent  a signal 
that  mattered  as  much  as  the  enormous 
quantity  of  greenbacks  it  sucked  out  of 
the  market. 

On  September  24,  the  price  of  gold 
collapsed  amid  the  worst  panic  since 
1857.  The  radical  rise  and  plunge  in 
prices  trapped  many  brokers;  in  Fisk’s 
oft-quoted  phrase,  “It  was  each  man 
drag  out  his  own  corpse”  — ironically, 
in  the  case  of  a broker  who  shot  him- 
self to  death.  The  problem  for  Van- 
derbilt was  that  the  crashing  market 
destroyed  credit  generally,  carrying 
down  stock  prices  across  the  board. 

On  the  evening  of  the  panic  he  rushed 
home  from  a Central  board  meeting  in 
Albany.  In  the  face  of  this  crisis — a 
crisis  he  had  helped  create — he  had  to 
fight  to  protect  his  grip  on  the  emerging 
railroad  empire.  Most  likely  he  lacked  a 
clear  majority  of  the  stock  in  his  com- 
panies without  the  support  of  friends 
and  allies.  At  his  urging,  they  had 
purchased  large  quantities;  as  the  price 
fell,  one  was  characterized  “as  terrified 
as  a man  can  be.”  In  a rare  move,  Van- 
derbilt put  up  a reported  $2.5  million 
to  meet  their  margin  calls.  Still  more 
remarkably,  he  went  in  person  to  Wall 
Street  to  soothe  the  markets  and  sustain 
the  price  of  Central. 

“I  knew  it,  I knew  it,”  an  old  broker 
said  on  the  floor  of  the  stock  exchange, 
“the  old  rat  [Vanderbilt]  never  forgets 
his  friends.”  The  Commodore  very 
visibly  set  himself  up  at  the  Bank  of 
New  York,  at  the  corner  of  Wall  and 
William  streets  (currently  the  site  of 
the  Museum).  James  H.  Banker,  a vice- 
president  at  the  bank,  provided  him 
with  “comfortable  offices,  upholstered 
as  a Fifth  Avenue  drawing  room,” 
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F.ngraring  <>/  lint  Fisk  (left)  and  Jay  Gould  (seated  right) 
plotting  the  Great  Gold  Ring  of  ISb 9. 


according  ro  the  New  York  Situ.  From 
his  cushioned  rhrone  he  issued  orders 
ro  buy,  and  buy,  and  buy.  A reporter 
asked  Vanderbilt  what  he  was  up  to; 
he  replied,  “Well,  now  really,  sonny,  I 
really  cannot  tell  you  anything.  I don't 
care  about  forming  opinions.  All  we 
want  is  to  protect  ourselves .” 

The  Commodore  was  being  disin- 
genuous. His  presence  on  Wall  Street 
had  one  purpose  only,  and  that  was 
to  form  opinions.  Behind  the  scenes 
his  situation  grew  desperate,  as  his 
son  William  revealed  to  Judge  George 
Barnard,  who  was  considering  various 
injunctions  in  a lawsuit  Gould  had 
filed  against  the  Commodore.  William 
pleaded  with  him  to  aid  the  Central. 
Barnard  refused,  saying  “that  his  father 
and  his  gang  had  treated  him  badly,” 
according  to  Barnard’s  friend,  John  M. 
Davidson.  William  replied  that  "his 
father  was  strong  enough  to  rake  care 
of  himself,”  Davidson  wrote.  "The 
Judge  said  all  right , but  he  differed 
with  him.  Vanderbilt  has  struggled  to 
save  Central  from  falling.” 

The  Commodore,  ever  cool  amid 
others'  panic,  projected  pure  strength. 
He  strolled  through  the  Exchange 
to  make  his  presence  felt.  “Central's 
coming  up.  Commodore,”  a young 
broker  shouted.  “Top  o’  the  heap 
still,  my  boy,”  he  replied.  Soon  the 
reason  for  his  confidence  leaked  out: 
He  had  taken  a large  short-term  loan 
from  Baring  Brothers  in  London.  With 
this  he  bought  back  his  Lake  Shore 
shares  (at  radically  reduced  prices,  of 
course),  along  with  Lockwood's  stake. 
And  he  very  visibly  purchased  Central. 
While  he  failed  to  keep  the  price  above 
200,  where  it  had  been  before  Black 
Friday,  he  arrested  its  fall  at  175,  and 
brought  it  back  to  1 S4  in  short  order. 
On  October  2,  the  New  York  World 
commented  on  his  impact: 

Lhe  best  men  on  the  street  all 
assert  that  had  it  not  been  for  the 
Commodore  coming  to  the  res- 
cue and  sustaining  his  stocks,  the 
panic  on  Tuesday  and  Wednes- 


day of  this  week  would  have 
been  a hundred  fold  greater  than 
it  was,  and  that  nearly  the  whole 
street  would  have  been  ruined, 
and  several  of  the  banks  have 
been  obliged  to  succumb  by  the 
great  decline  that  would  have 
taken  place  in  securities;  that  this 
decline  would  not  have  stopped 
with  stocks,  but  have  extended 
to  government.  State,  and  city 
stocks  [ i.e.  bonds],  and  been 
universal  and  disastrous.  To  the 
prevention  of  this  disaster,  the 
brokers  generally  give  the  credit 
to  Commodore  Vanderbilt. 

In  the  drama  of  Black  Friday — a 
morality  play  of  Gould’s  greed,  gov- 
ernment corruption,  and  new  eco- 
nomic intricacies  that  easily  tell  prey  to 
manipulation  — Vanderbilt  appeared 
in  the  role  of  a hero:  the  man  who 
saved  the  stock  market,  who  prevented 
a panic  from  igniting  a depression. 
Closer  inspection  reveals  a blood-chill- 
ing ruthlessness  infused  all  his  actions. 
To  avenge  himself  upon  Lockwood, 
and  to  bring  the  Lake  Shore  Railway 
into  the  Central’s  orbit,  he  had  gam- 
bled with  the  financial  health  of  the 
national  economy.  Well  aware  of  the 
frailty  of  the  money  market  in  the 


autumn,  and  of  Gould  and  Fisk’s  gold- 
cornering scheme,  he  had  pumped  in 
still  more  pressure,  taking  the  risk  that 
Wall  Street's  boiler  would  explode. 
Along  the  way,  he  also  endangered  the 
fortunes  of  his  friends  and  his  own 
grip  on  his  flagship  corporation.  He 
gambled  all  this  on  his  confidence  in 
his  ability  to  singlehandedly  sustain 
the  markets.  The  only  thing  more 
remarkable  than  his  recklessness  was 
his  success.  After  contributing  to  one 
of  history’s  great  panics,  he  took  his 
revenge,  captured  the  Lake  Shore,  and 
rescued  Wall  Street.  Ha 

Excerpted  front  The  First  Tycoon: 
The  Epic  Life  of  Cornelius  Vanderbilt 
(New  York:  Alfred  A.  Knopf,  2009), 
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As  stocks  soared  to  new  heights  in 
the  high-flying  summer  of  1929,  John 
J.  Raskob,  the  affluent  and  highly 
successful  General  Motors  executive, 
optimistically  hailed  the  stock  market 
as  a viable  route  to  wealth  for  all.  In  an 
article  seductively  entitled  “Everybody 
Ought  to  be  Rich,”  Raskob  contended 
that  anyone — even  someone  earning 
only  a modest  income  — ultimately 
“not  only  can  be  rich,  but  ought  to  be 
rich.”  Purportedly,  all  one  had  to  do 
was  periodically  purchase  good  com- 
mon stocks  (perhaps  even  on  margin), 
hold  onto  them  for  the  long  haul,  and 
reinvest  any  dividends.  While  the  long- 
term wisdom  of  Raskob’s  investing 
advice  may  be  debated,  the  article's  tim- 
ing was  certainly  terrible,  as  the  Great 
Crash  occurred  a mere  two  months 
after  its  publication.  In  the  wake  of  the 
Crash,  Raskob  was  roundly  castigated 
for  enticing  “even  the  person  of  small 
means”  to  “gamble”  in  the  market. 
Today,  Raskob’s  piece  continues  to 
attract  attention,  yet  the  context  in 
which  the  article  first  appeared  is  often 
forgotten.  Revealingly,  Raskob’s  article 
debuted  not  in  a business  journal,  but 
in  the  leading  women's  magazine  of 
the  day,  Ladies  Home  Journal  (LHJ). 
“Everybody  Ought  to  be  Rich”  was  an 
appeal  not  just  to  the  ordinary  man  to 
buy  stock,  but  also  very  much  to  the 
ordinary  woman  to  do  likewise.  This 
appeal  yields  hints  as  to  the  manner 
in  which  the  first  wave  of  mass  invest- 
ing unfolded,  especially  the  degree 
to  which  women  in  the  1920s  were 
encouraged  by  equity  proselyti/.ers  like 
Raskob  to  enter  the  stock  market. 

Of  course,  even  at  the  height  of 
the  bull  market  in  1929,  it  was  still 
extremely  uncommon  for  individuals 
to  own  common  stock.  Out  of  a total 
population  of  126  million  individuals, 
only  approximately  four  to  six  mil- 
lion Americans  owned  any  stock.  That 
being  said,  participation  in  the  stock 
market  had  greatly  expanded  since 
the  First  World  War,  as  studies  by 


economist  Gardiner  Means  and  others 
attest.  Importantly,  women  composed 
a significant  segment  of  the  country's 
nascent  share  ownership  base.  While 
this  might  at  first  seem  surprising, 
women  had  long  had  been  active  in 
the  nation’s  securities  markets,  even  as 
far  back  as  the  late  1700s  (see  Abigail 
Adams  article,  issue  92,  p.  12).  Of 
course,  bonds,  not  equities,  ruled  in 
the  age  before  incorporation.  Yet  as 
common  stocks  began  to  proliferate, 
women  investors,  like  their  male  coun- 
terparts, took  note. 


owner 


\\  omen  in  I lie  Share 

IxanLs  LVlalive  to  Men 


Although  the  New  York  Stock 
Exchange  (NYSE)  did  nor  yet  con- 
duct formal  shareholder  censuses,  it 
is  nevertheless  possible  to  glean  some 
information  about  the  gender  charac- 
ter of  the  nation’s  shareowner  base 
in  the  early  1900s.  Fortunately,  some 
large  public  companies  during  this  era 
began  to  keep  more  detailed  informa- 
tion about  their  shareowners,  includ- 
ing gender  data.  By  the  late  1920s, 
a plethora  of  leading  corporations 
reported  that  their  female  sharehold- 
ers exceeded  the  number  of  their  male 
shareholders  (table  p.  22). 

Men  typically  owned  more  shares 
of  stock,  but  women  were  slightly 
more  numerous  in  the  investor  ranks. 
It  might  be  tempting  to  dismiss  the 
gender  findings  as  simply  being  the 
result  of  women  living  longer  than 
men  and  therefore  being  more  likely 
to  inherit  stock.  Certainly,  inheritance 
patterns  constitute  part  of  the  answer, 
along  with  the  fact  that  men  some- 
times put  stock  in  their  wives'  names 
for  tax  purposes.  However,  a host  of 
other  factors  also  were  at  play. 

For  instance,  the  Liberty  Loan  cam- 
paigns during  the  First  World  War  have 
been  credited  with  exposing  the  public 
to  instruments  of  high  finance  and 


hence  prepping  them  for  later  immer- 
sion in  the  stock  market.  Given  the  fact 
that  women  played  a significant  role 
in  both  the  selling  and  buying  of  war 
bonds,  a link  seems  plausible  between 
women's  involvement  in  the  Liberty 
Loan  campaigns  and  their  subsequent 
increased  presence  in  the  stock  market. 

The  first  wave  of  mass  investing 
was  also  fueled  by  the  allure  of  a 
strong  bull  market  that  began  in  1923, 
liberal  margin  lending,  as  well  as  ris- 
ing personal  income  levels.  The  grow- 
ing availability  of  employee  stock 
ownership  plans  (ESOPs)  and  cus- 
tomer ownership  plans  (COPs)  was 
also  important.  Those  plans  made  it 
easier  for  small  investors  to  buy  stock, 
as  a personal  relationship  with  a bro- 
ker or  a banker,  a rarity  at  the  time, 
was  no  longer  necessary  to  execute  a 
stock  transaction. 

As  indicated  by  their  offering 
ESOPs  and  COPs,  many  corporate 
executives,  like  GM’s  Raskob,  clearly 
favored  the  idea  of  the  masses  in  the 
market.  Some  of  these  executives  had 
enduring  a wave  of  debilitating  strikes 
in  the  aftermath  of  World  War  1, 
and  thus  were  anxious  to  ameliorate 
labor/management  tensions.  Broad- 
ening share  ownership  seemed  one 
potential  remedy.  By  1928,  approx- 
imately 800,000  employees  owned 
stock  through  an  ESOP,  a significant 
number,  especially  when  compared 
against  a total  national  share  owner- 
ship base  of  only  four  to  six  million 
individuals. 

At  the  same  time  that  ESOPs  were 
gaining  ground,  a burgeoning  num- 
ber of  women  were  entering  the  paid 
labor  ranks.  Thus,  more  women  pos- 
sessed funds  of  their  own  to  invest 
than  in  prior  years.  The  likelihood  of 
these  women  laborers  investing  a por- 
tion of  their  excess  funds  in  the  stock 
market  was  increased  in  many  cases 
by  their  eligibility  in  their  company’s 
ESOP.  AT&T,  for  instance,  employed 
many  female  operators  and  also  had  a 
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strong  ESOP,  which  made  for  a com- 
pelling combination. 

Given  the  fact  that  women  made  the 
vast  majority  of  household  purchases, 
COPs  often  served  to  strengthen  cor- 
porations’ desire  to  build  the  ranks  of 
their  female  shareowners.  For  instance, 
recognizing  that  women  were  their 
“best  friends”  and  their  best  custom- 
ers, National  Biscuit  Company  con- 
sciously endeavored  to  bring  more 
women  investors  into  their  fold. 

In  contrast,  in  certain  industries 
where  men  were  the  primary  buy- 
ers, companies  initially  displayed  little 
interest  in  increasing  the  number  of 
female  shareowners  or  even  moni- 
toring gender  characteristics  of  their 
investor  base.  General  Motors  was 
a case  in  point.  This  changed  once 
GM  began  to  recognize  the  degree  to 
which  women  often  influenced  pur- 
chase decisions.  GM,  along  with  many 
other  public  companies,  also  began 
to  appreciate  the  potential  public- 
relations  value  of  having  a significant 
number  of  women  shareholders,  as 
they  sought  to  emulate  the  success  of 
the  utility  and  railroad  companies  in 
mustering  the  image  of  the  woman 
investor  to  their  advantage. 

AT&T  had  pioneered  this  approach. 
In  the  early  twentieth  century,  eager 
to  defuse  mounting  anti-monopoly 
sentiment,  AT&T  executives  sought 
to  convey  an  image  of  their  corpora- 
tion as  a benign  “investment  democ- 
racy” that  was  owned  by  many  small 
ordinary  citizens  and  hence  operated 
for  the  benefit  of  all.  AT&T  adver- 
tisements dwelt  on  the  fact  that  its 
shareowners  came  from  all  walks  of 
life  and  included  many  women.  Given 
that  investors  had  one  vote  per  share, 
and  not  one  vote  per  person,  in  truth, 
AT&T  was  more  the  embodiment  of 
a corporate  plutocracy.  Yet  AT&T’s 
image  nevertheless  benefited  from 
these  depictions  of  its  varied  inves- 
tor base.  Advertisements  showcasing 
women  shareholders,  often  pictured 
as  elderly  widows,  helped  humanize 
the  company  and  win  allies.  AT&T 


developed  vibrant  employee  and  cus- 
tomer share  ownership  programs. 

Mass  Equity  Investing: 

A Worthwhile  Ideal? 

While  many  corporate  executives  by 
the  early  1 900s  had  come  to  perceive 
the  desirability  of  broad  share  own- 
ership, not  all  Americans  were  sold 
on  the  morality  of  the  market  or  the 
wisdom  of  encouraging  the  masses 
to  become  share  owners.  Some  crit- 
ics condemned  all  stock  buying  as 
sinful  gambling.  Others  at  least  dis- 
tinguished between  “investing”  and 
“speculating.”  A common  sentiment, 
lingering  from  the  19th  century,  was 
that  the  masses  were  generally  “specu- 
lative incompetents”  who  in  all  likeli- 
hood would  quickly  lose  their  money 
on  Wall  Street  if  given  the  chance. 
Moreover,  they  were  seen  as  likely 
to  destabilize  prices  for  the  entire 
marketplace  with  their  panicky  and 
ill-informed  trading. 


Female  Stockholders 
in  Leading  NYSE  Rail  and 
Industrial  Stocks,  1927* 

% Female 

Stockholders 

American  Sugar 

47.0% 

American  Telephone 

54.0% 

General  Electric 

47.0% 

National  Biscuit 

50.0% 

Norfolk  & Western 

48.0% 

Pennsylvania 

50.4% 

Pullman 

46.0% 

Southern  Pacific 

45.5% 

Westinghouse  Brake 

52.0% 

*Does  not  include  institution  and  trusteeship  shares 


Raskob,  though,  contended  that 
success  in  the  stock  market  was  not 
overly  complex — everyone  could  do  it 
if  they  just  invested  even  small  sums  at 
regular  intervals.  As  Raskob  explained, 
“Suppose  a man  marries  at  the  age  of 
twenty-three  and  begins  a regular  sav- 


ings of  fifteen  dollars  a month....  If 
he  invests  in  good  common  stocks 
and  allows  the  dividends  and  rights 
to  accumulate,  he  will  at  the  end  of 
twenty  years  have  at  least  eighty  thou- 
sand dollars.”  Despite  the  fact  that  his 
publication  venue  was  a woman’s  mag- 
azine, Raskob  used  a married  man,  not 
a woman,  in  his  hypothetical  example. 
Yet  that  approach  makes  some  sense. 
Married  women  readers,  the  bulk  of 
LHJ’s  audience  at  the  time,  might  be 
inclined  to  identify  their  own  hus- 
bands with  the  young  married  man  in 
Raskob’s  example.  If  they  did  so,  they 
might  encourage  their  own  spouses 
to  invest  in  a similar  manner  with 
hopefully  similar  success.  As  Raskob 
and  others  were  beginning  to  realize, 
many  married  women,  even  if  they  did 
not  personally  earn  a paycheck,  nev- 
ertheless often  controlled  the  family 
purse-strings  and  contributed  to  fam- 
ily investing  decisions.  Those  intent  on 
spreading  share  ownership  increasingly 
perceived  women  as  important  not  just 
as  potential  shareholders  in  their  own 
right  but  also  for  their  possible  roles 
as  influencers  and  legitimizers  of  the 
market.  Women  could  be  effective  in 
encouraging  their  husbands  and  other 
family  members  to  see  stock  buying  as 
good  investing,  not  idle  speculation  or 
unwholesome  gambling. 

In  choosing  a hypothetical  man 
for  his  investing  example,  Raskob 
also  may  have  been  influenced  by 
an  awareness  that  openly  inviting 
women,  especially  married  women, 
into  the  market  still  was  somewhat 
controversial.  For  a long  time,  the 
legality  of  whether  a married  woman 
even  could  buy  stock  was  doubtful, 
given  that  she  was  seen  by  the  courts 
as  not  possessing  a separate  legal  exis- 
tence from  her  husband.  By  the  early 
1900s,  this  legal  obstacle  faded  but 
prejudices  still  existed  against  women, 
married  or  single  in  the  market.  Even 
though  some  early  female  equity  inves- 
tors like  Hetty  Green  achieved  notable 
success,  women  investors,  like  women 
in  general,  continued  to  be  frequently 
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stereotyped  as  irrational,  emotional, 
and  intellectually  inferior  to  men. 

Prior  to  the  1920s,  reputable  bro- 
kerage firms  fiercely  resisted  making 
appeals  to  prospective  women  cus- 
tomers. They  also  tended  to  eschew 
marketing  their  services  to  the  masses, 
but  they  considered  marketing  to 
women  with  even  deeper  anathema. 
Conservative  brokerage  firms  tended 
to  view  female  clients  as  time-con- 
suming, troublesome,  and  generally 
not  worth  the  effort.  As  the  New  York 
Sun  reported  in  1929,  brokers  “used 
to  discourage  women  customers  on 
the  grounds  that  women,  as  a rule,  did 
not  understand  stock  market  opera- 
tions and  wouldn't  take  the  trouble  to 
learn,  and  because  a woman  always 
felt,  somehow,  that  she  had  been 
cheated  if  she  lost  anything  in  the 
stock  marker.”  Brokers  feared  that 
they  would  look  desperate  for  busi- 
ness if  they  courted  women  customers. 
Several  leading  brokerage  firms  in  the 
early  1900s  prohibited  women  from 
even  being  present  in  their  trading 
rooms.  The  Board  of  Governors  at 
the  NYSE  also  had  in  place  rules  that 
severely  constricted  member  firms’ 
ability  to  mass  market,  so  this  too, 
diminished  member  brokers’  desire 
and  ability  to  reach  potential  women 
customers.  Brokers  operating  outside 
the  purview  of  the  NYSE  enjoyed 
more  latitude  and  had  less  reputation 
to  worry  about  protecting,  so  they 
were  initially  were  more  inclined  to 
woo  women  customers. 

However,  by  the  1920s,  some 
Exchange  members,  like  a young 
Charles  Merrill,  were  finding  both 
the  mass  market  and  the  so-called 
“Woman  Market”  increasingly  attrac- 
tive, as  the  profit  potential  became 
more  evident.  While  the  NYSE  execu- 
tive body  remained  hesitant  to  loosen 
its  rules,  a rising  number  of  respectable 
brokerage  firms  nevertheless  found 
ways  to  be  more  receptive  in  dealing 
with  female  customers. 

Despite  the  image  of  rampant  spec- 
ulation, the  vast  majority  of  share- 


owners, male  and  female,  in  the  coun- 
try in  1929  were  relatively  passive 
stockholders,  in  the  sense  that  they 
were  buying  for  the  long  term,  such 
as  through  an  ESOP.  On  the  other 
hand,  the  average  brokerage  account 
holder  was  much  more  likely  to  be  an 
active  trader  than  the  average  ESOP 
holder.  Yet,  according  to  the  1934 
Fletcher  Report,  only  approximately 
1.5  million  Americans  held  broker- 
age accounts  in  1929  — and  possibly 
many  fewer,  given  that  some  held 
multiple  accounts. 

Informal  studies  of  brokerage  firm 
customer  records  suggest  that  women 
comprised  only  a small  percentage  of 
the  sampled  accounts,  ranging  from 
10  to  25  percent.  Newspapers,  though, 
consistently  cast  such  percentages  as 
significant,  as  many  seemed  surprised 
that  women  were  as  active  as  they 
were  in  the  market.  One  newspaper 
in  1929  reported  with  palpable  excite- 
ment that  there  were  "at  least  100,000 
feminine  names”  on  the  books  of  bro- 
kers in  New  York  City  alone,  and  the 
100,000  estimate  “is  regarded  by  some 
brokers  as  very  conservative.”  Nota- 
bly, the  100,000  women  on  the  books 
were  said  to  be  “active  traders”.  While 
the  press  repeatedly  commented  on 
the  influx  of  women  traders,  so,  too, 
did  other  observers,  like  the  historian 
Frederick  Lewis  Allen. 

While  active  women  traders  were 
not  nearly  as  numerous  as  men  in  the 
market,  clearly,  more  women  were 
speculating  in  the  1920s  than  in  ear- 
lier years.  At  brokerage  firms,  the 
enlarged  number  of  women  custom- 
ers posed  a logistical  problem:  where 
should  they  be  allowed  to  trade? 
Attitudes  about  women’s  speculative 
incompetence  still  persisted.  A num- 
ber of  firms  settled  on  the  strategy  of 
opening  “special  customer  rooms  for 
women,”  an  arrangement  that  des- 
ignated a place  for  women  to  trade, 
separate  from  the  men.  Commenting 
on  the  proliferation  of  these  rooms, 
one  newspaper  noted  that  “Today... 
New  York  is  dotted  with  trading 


rooms  for  women,”  adding  that  bro- 
kerage houses  have  found  women  to 
be  “good  business.” 

Final  Fliougliis  on  W omen 
in  the  Market  in  tlie  1950s 

In  her  article  “Ladies  of  the  Ticker"  in 
1929,  reporter  Eunice  Barnard  offered 
some  insight  to  how  history  would 
recall  the  1920s  market,  “...certainly 
one  of  the  outstanding  social  phe- 
nomena of  that  market  when  its  his- 
tory comes  to  be  written  will  be  the 
fact  that  in  its  course  women  for  the 
first  time  in  this  country  on  a large 
scale  financially  became  people.  They 
became  a recognized,  if  minor,  fac- 
tor in  the  vast  new  trading  capitalist 
class.”  As  she  concluded,  “For  one 
enterprising  Victoria  Woodhull  in  the 
‘Seventies,  and  one  Hetty  Green  in  the 
‘Nineties,  marked  as  sports  of  nature, 
today  there  are  hundreds  of  women 
investing  their  own  funds  and  often 
playing  the  stock  market  with  as  bold 
a front  as  men.” 

With  the  Great  Crash  in  October 
1929,  the  Roaring  Twenties  came  to 
an  abrupt  and  shattering  close.  How- 
ever, the  trend  of  women  participating 
in  the  market  in  numbers  relative  to 
men  did  not  end.  While  many  specula- 
tors of  both  sexes  fled  the  market  after 
the  collapse,  the  ratio  of  women  share- 
holders to  men  continued  to  be  sizable 
even  in  the  subsequent  Depression  and 
war  years.  By  the  1950s,  when  the 
NYSE  finally  commissioned  its  first 
ever  shareholder  census,  the  Exchange 
discovered  6.5  million  investors  in  the 
shareholder  ranks,  approximately  half 
of  whom  were  women.  Exchange  offi- 
cials expressed  surprise  at  finding  so 
many  women,  proportionately  speak- 
ing, in  the  market. 

Undoubtedly,  Eunice  Barnard 
would  be  surprised  that  the  women  in 
the  Twenties  market  had  not  been 
more  well  remembered,  but  perhaps 
women's  historical  presence  in  the 

continued  on  page  39 
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Many  now  seek  to  tell  the  story 
of  how  the  Wall  Street  of  the  past  few 
years  outdid  excesses  of  previous  peri- 
ods with  a reckless  rush  into  compli- 
cated financial  instruments  few  under- 
stood, leading  to  the  virtual  collapse  of 
the  banking  and  securities  industries 
and  plunging  the  United  States  and 
most  of  the  rest  of  the  world  into  the 
deepest  economic  downturn  since  the 
great  recession.  That  rush  is  incom- 
plete without  the  related  story — how 
New  York  became  more  dependent  on 
Wall  Street  through  three  decades  and 
boomed  even  as  it  appeared  the  city 
had  diversified  its  economy.  A use- 
ful touchstone  is  Liar’s  Poker  (W.W. 
Norton,  1989)  by  Michael  Lewis  of 
Salomon  Brothers. 

The  1980s  belonged  to  Salomon 
Brothers  as  the  bond  market,  its  his- 
toric strength,  soared.  Its  decision  to 
go  public  in  1981  made  it  financially 
more  nimble  than  its  rivals,  and  the 
power  struggle  that  resulted  in  John 
Gutfreund  gaining  control  of  the  com- 
pany gave  it  a sharp  edge.  In  1986, 
the  peak  of  the  cycle,  its  capital  of  $3 
billion  was  the  most  of  any  securi- 
ties firm.  Gutfreund  was  envied  and 
scorned  for  his  industry-leading  $3.1 
million  pay  check.  A young  Michael 
Lewis  took  home  $90,000  for  what 
he  was  told  was  the  best  performance 
ever  by  a second-year  bond  salesman. 

Twenty-five  years  later,  Gold- 
man Sachs  dominated  another  Wall 
Street  boom.  Its  success  came  from  its 
unmatched  position  in  mergers  and 
acquisitions,  where  most  of  the  fees 


John  Gutfreund,  former  CEO  of  Salomon  Brothers. 


it  earned  were  pure  profit.  Its  bottom 
line  soared  on  the  skills  of  its  traders, 
who  risked  the  company’s  own  money 
in  bets  on  the  market,  which  became 
possible  on  a large  scale  after  Gold- 
man became  the  last  major  firm  to  go 
public  in  1999. 

In  today’s  dollars,  Salomon’s  capi- 
tal was  $7  billion;  Goldman’s  capital 
in  2007  reached  $42  billion.  Gutfre- 
und’s  compensation  put  him  on  the 
society  pages  in  the  1980s  while  Gold- 
man Chief  Executive  Lloyd  Blank- 
fein’s  salary  and  bonus  of  $68  million 
in  2007  — seven  times  Gutfreund’s 
adjusted  for  inflation — wasn’t  even  ~ 
the  highest  for  a CEO  in  the  securities  ^ 
business.  The  average  compensation  ■§ 
for  a New  Yorker  working  on  Wall  £ 
Street  hit  $400,000,  and  stars  in  the 
bond  business  made  millions. 


Lloyd  Blankfein,  CEO  and 
chairman  of  Goldman  Sachs. 


By  Greg  David 


Financial  History  ~ Spring/Summer  2009 


24 


WWW.MOAF.ORG 


In  Liar’s  Poker,  Lewis  wrote  that 
the  Wall  Street  boom  of  the  1980s  was 
unique.  “Never  before  have  so  many 
unskilled  24-year-olds  made  so  much 
money  in  so  little  time,”  he  claimed. 
“What  happened  was  a rare  and  amaz- 
ing glitch  in  the  fairly  predictable  his- 
tory of  getting  and  spending." 

Lewis  revised  that  conclusion  in  an 
issue  of  Portfolio  magazine  published 
late  last  year.  “I  thought  I was  writ- 
ing a period  piece  about  the  1980s  in 
America,”  he  explained.  “Not  for  a 
moment  did  I suspect  that  the  finan- 
cial 1980s  would  last  two  full  decades 
longer  or  that  the  difference  in  degree 
between  Wall  Street  and  ordinary  life 
would  swell  into  a difference  in  kind. 
I expected  readers  of  the  future  to  be 
outraged  that  back  in  1986,  the  CEO 
of  Salomon,  John  Gurfreund,  was  paid 
S3.1  million.  What  I didn't  expect  was 
that  any  future  reader  would  look  on 
my  experience  and  say,  “How  quaint.'" 

For  New  Yorkers  the  decade 
of  the  1970s  means  primarily  one 
thing  — The  Fiscal  Crisis.  The  city  ran 
out  of  money  as  it  attempted  to  build 
a social  safety  net  for  its  poorest  resi- 
dents that  far  outstripped  its  economic 
ability  to  support.  City  politicians 
took  out  long-term  debt  to  pay  oper- 
ating costs  and  kept  accounts  so  dis- 
organized they  rarely  knew  what  they 
were  spending  or  borrowing.  Only  the 
intervention  of  legendary  civic  leaders 
like  Felix  Royhtan  and  the  lucky  coin- 
cidence that  the  state  government  was 
solvent  staved  off  bankruptcy. 

1 he  picture  New  Yorkers  remember 
is  incomplete.  The  crisis  of  the  1970s 
was  precipitated  by  the  collapse  of 
manufacturing,  the  city’s  most  impor- 
tant sector.  New  York  lost  600,000 
jobs  in  the  decade,  and  two-thirds 
of  those  were  factory  workers.  The 
economic  decline  as  much  as  welfare 
spending  is  what  crippled  city  gov- 
ernment. All  this  was  exacerbated  as 
middle  class  New  Yorkers  fled  to  the 
suburbs.  The  loss  of  jobs  and  the  hard- 
ness of  city  life  took  an  enormous  toll: 
the  city’s  population  fell  by  almost 


900,000  people  in  the  decade. 

In  the  heyday  of  manufacturing, 
Wall  Street  was  an  economic  after- 
thought, accounting  for  less  than  3% 
of  the  city's  workforce.  Data  on  wages 
date  back  only  to  1975,  and  in  that 
year  Wall  Street  provided  4%  of  the 
citv's  income.  But  as  the  city's  indus- 
trial strength  receded,  the  financial 
industry  grew  to  take  its  place.  The 
number  of  Wall  Street  workers  more 
than  doubled  in  the  10  years  before  the 
stock  market  crash  of  the  1980s.  The 
bonuses  that  so  obsessed  Lewis’s  col- 


Miehael  Lewis,  author  of  Liar's  Poker. 


leagues  at  Salomon  soared  as  well,  as 
compensation  on  Wall  Street  increased 
five-fold,  and  the  sector  accounted  for 
13%  of  all  the  income  in  the  city. 

The  Crash  of  October  1987  was 
seen  by  many  at  the  time  as  a water- 
shed moment.  The  Dow  Jones  Indus- 
trial Average  fell  522  points,  22%  in 
a single  day  — a percentage  decline 
unmatched  despite  the  wild  swings  of 
the  last  year.  Securities  firms  like  E.F. 
Hutton  and  Drexel  Burnham  went  out 
of  business,  Salomon  had  to  be  rescued 
and  more  than  30,000  jobs  disap- 
peared. New  York  faltered  as  well,  los- 
ing one  of  every  nine  jobs  in  a recession 
that  essentially  lasted  until  late  1993. 


Wall  Street  recovered  in  the  mid- 
1990s  because  it  was  indispensable 
to  the  globalization  of  the  economy. 
The  end  of  the  era  of  regional  firms 
and  business  done  on  relationships, 
symbolized  in  Salomon’s  public  offer- 
ing, spurred  the  industry  to  pioneer 
a new  tough-minded  rationale  for 
mergers  and  acquisitions.  The  period 
also  saw  the  creation  of  capital  raising 
tools  like  securitization.  That  enabled 
banks  and  brokerages  to  gamble  their 
own  money  in  the  markets  rather  than 
just  take  a commission  on  money 
invested  for  clients. 

New  York  thrived  as  it  did  in  the 
1980s.  By  the  end  of  2000,  the  city 
had  recovered  all  the  jobs  lost  in  the 
previous  recession,  coming  very  close 
to  matching  the  1969  employment 
record.  The  city  also  created  a new 
media  industry  with  as  many  as  50,000 
workers.  Retail  expanded  rapidly  as 
national  chains  for  the  first  time  were 
willing  to  brave  sky  high  real  estate 
prices.  Tourism  emerged  as  an  impor- 
tant contributor  to  the  local  economy. 

Despite  the  gains  in  other  sectors, 
there  was  no  mistaking  the  securities 
sector’s  central  role  in  the  good  times, 
and  the  cause  was  clearly  soaring 
compensation  in  the  industry.  While 
employment  rose  a little  less  than 
50%  between  1991  and  2001,  wages 
and  bonuses  quadrupled  to  $47  bil- 
lion. Economists,  averaging  informa- 
tion from  the  decade,  developed  the 
5 and  20  rule.  Wall  Street  accounted 
for  5%  of  the  city’s  employment  but 
provided  20%  of  all  the  income. 

Not  every  New  Yorker  found  it 
acceptable  to  exist  beside  such  well 
paid  people,  a sign  of  the  tension 
building  between  the  Street  and  the 
rest  of  the  world.  Penelope  Trunk  had 
moved  to  New  York  in  the  mid  1990s 
from  Los  Angeles  to  capitalize  on  the 
Internet  boom.  Ten  years  later,  she  was 
an  online  columnist  making  $200,000, 
a figure  that  meant  her  earnings  placed 
her  in  the  top  10%  of  all  New  York- 
ers. But  she  just  couldn’t  keep  up  with 
her  Park  Slope,  Brooklyn  neighbors. 
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Employees  and  Wages  of  NYC  Securities  Firms,  1975-2007 


Year 

Number  of 
Securities  Firms 

Employees 

Total  Wages 

Average  Wage 

1975 

1,588 

66,578 

$1,286,068,818 

$19,317 

1976 

1,562 

69,730 

$1,477,036,083 

$21,182 

1977 

1,612 

70,208 

$1,634,622,978 

$23,283 

1978 

1,697 

70,912 

$1,781,511,665 

$25,123 

1979 

1,716 

75,973 

$2,089,426,688 

$27,502 

1980 

1,807 

84,484 

$2,731,008,027 

$32,326 

1981 

1,949 

97,281 

$3,461,871,162 

$35,586 

1982 

2,097 

100,183 

$4,047,597,016 

$40,402 

1983 

2,244 

111,373 

$5,375,730,000 

$48,268 

1984 

2,392 

120,855 

$6,080,061,762 

$50,309 

1985 

2,502 

125,624 

$6,962,044,205 

$55,420 

1986 

2,507 

139,355 

$9,009,046,861 

$64,648 

1987 

2,556 

157,660 

$10,965,657,489 

$69,553 

1988 

2,627 

152,239 

$11,969,773,055 

$78,625 

1989 

2,691 

144,463 

$10,834,627,290 

$74,999 

1990 

2,791 

1 36,469 

$11,161,903,126 

$81,791 

1991 

2,821 

128,996 

$11,728,754,476 

$90,923 

1992 

2,835 

130,352 

$17,049,329,203 

$130,795 

1993 

2,858 

135,199 

$17,637,467,237 

$130,456 

1994 

3,105 

145,301 

$16,445,757,916 

$113,184 

1995 

3,274 

144,456 

$19,160,478,798 

$132,639 

1996 

3,336 

145,163 

$23,244,512,934 

$160,127 

1997 

3,509 

155,339 

$27,322,066,240 

$175,887 

1998 

3,586 

164,504 

$31,996,786,448 

$194,505 

1999 

3,737 

169,237 

$33,091,417,829 

$195,533 

2000 

4,405 

190,366 

$46,105,356,576 

$242,193 

2001 

4,468 

191,281 

$47,396,299,346 

$247,784 

2002 

4,208 

166,497 

$37,826,856,822 

$227,192 

2003 

4,127 

1 57,940 

$35,790,955,239 

$226,611 

2004 

4,185 

162,027 

$43,627,570,969 

$269,261 

2005 

4,591 

167,999 

$48,828,396,778 

$290,647 

2006 

4,768 

175,977 

$59,887,027,570 

$340,312 

2007 

5,157 

1 84,047 

$73,877,074,526 

$401,403 

“The  birthday  parties  were  killing 
us,”  Trunk  told  Crain’s  New  York 
Business  last  year,  recalling  a child’s 
party  where  the  parents  rented  out  a 
ship.  “It  was  a super-interesting  life,  but 
‘interesting’  doesn’t  make  you  happy. 
Nobody  feels  rich  in  New  York  City.” 


Like  the  1980s,  the  bust  that  fol- 
lowed the  collapse  of  Internet  stocks 
was  supposed  to  change  Wall  Street 
forever.  Riding  a wave  of  popular 
anger  sparked  by  the  wrenching  75% 
decline  in  the  Nasdaq  composite  stock 
index,  New  York  Attorney  Gen- 


eral Eliot  Spitzer  launched  a series 
of  investigations  and  forced  firms  to 
agree  to  changes  in  the  way  they  ran 
their  businesses.  Wall  Street  was  in 
retreat — shedding  30,000  jobs  or  a 
little  more  than  15%  of  its  workforce 
and  cutting  bonuses  enough  that  pay 
declined  by  20%. 

In  hindsight,  the  fact  that  compen- 
sation fell  so  little  was  a sign  that  the 
industry  had  changed  very  little  as 
well. 

The  impact  of  the  Wall  Street 
retrenchment  on  the  city’s  economy 
was  obscured  by  the  September  11, 
2001  terrorist  attacks.  To  make  a case 
for  substantial  federal  aid  to  rebuild 
the  damage,  business  leaders  and  poli- 
ticians insisted  the  attacks  were  the 
most  important  cause  of  the  city’s 
economic  decline. 

An  insightful  report  from  the 
Federal  Reserve  Bank  of  New  York 
argued  instead  that  the  attacks  caused 
the  loss  of  only  about  50,000  jobs, 
and  those  were  all  replaced  in  a short 
period.  The  downturn  in  the  economy 
was  traceable  primarily  to  Wall  Street. 
The  total  job  loss,  about  225,000,  is  in 
proportion  to  the  retrenchment  in  the 
securities  business. 

The  third  boom  of  the  era,  now 
written  off  as  a mirage,  was  underway 
by  2003.  Tracked  in  the  Dow  Jones 
average’s  steady  march  to  14,000,  it 
reflected  the  same  fundamental  forces 
as  had  boosted  the  industry  since  the 
early  1980s  except  that  the  biggest 
profits  came  from  proprietary  trading. 
The  Salomon  Brothers  of  the  1980s 
acted  as  a toll  collector  in  Lewis’s 
account,  taking  a small  piece  of  the 
action  as  it  bought  and  sold  bonds  for 
clients.  The  Goldman  Sachs  of  2007 
didn’t  need  clients;  it  made  bets  for  its 
own  benefit.  Profitability  soared  and 
so  did  the  sense  of  entitlement.  Trad- 
ers who  made  hundreds  of  millions  of 
dollars  for  their  employer  wanted  a 
sizeable  share  of  the  proceeds. 

Who  could  resist  such  demands 
when  hedge  funds  rewarded  their 
employees  even  more  lucratively?  Or 
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rhere  was  always  the  possibility  to  join 
a private  equity  firm  like  Blackstone 
Group.  Co-founder  Steve  Schwarzman 
received  stock  valued  at  roughly  $7.5 
billion  when  the  firm  went  public  and 
partner  Pete  Peterson  received  nearly 
S2  billion  in  cash  for  his  stake.  As  The 
Wall  Street  Journal  pointed  out  at  the 
time,  it  was  a far-bigger  initial  payday 
than  even  the  founders  of  Google 
reaped  in  their  high  profile  IPO. 

Whatever  restrains  existed  on  Wall 
Street  pay  evaporated,  and  in  turn  the 
New  York  economy  boomed. 

Brian  Lehrer,  whose  radio  and  tele- 
vision shows  provide  unique  listening 
posts  on  the  city,  began  a segment  by 
looking  for  hope  amid  the  depress- 
ing economic  news.  “Wall  Street  is 
obviously  an  important  part  of  the 
economy,  but  we  have  tourism,  the 
arts,  higher  education,  health  care,” 
he  noted  in  a statement  that  seems  so 
obvious  to  New  Yorkers. 

His  views  wouldn't  be  shared  by 
anyone  reading  a series  of  reports 
issued  in  the  last  few  years  by  the 
New  York  State  Comptroller’s  office 
on  Wall  Street  and  its  impact  on  the 
local  economy.  The  most  important 
conclusion:  the  5 and  20  rule  had  been 
enlarged.  While  Wall  Street  continued 
to  provide  about  5%  of  the  city’s 
employment,  it  accounted  for  more 
and  more  of  the  income  in  a steady 
march  ni  this  decade,  reaching  a his- 
toric 28%  at  the  peak  in  2007.  The 
average  Wall  Street  salary  that  year 
was  more  than  five  times  the  average 
wage  of  everyone  else.  Because  Wall 
Street  jobs  had  become  so  lucrative 
and  financed  so  much  spending,  they 
now  created  two  other  jobs  in  the 
city's  economy  and  a third  joh  outside 
the  city.  The  city  has  reached  a new 
level  of  dependency  on  the  industry. 

At  its  annual  Lions  fundraising  din- 
ner last  fall.  New  York  Public  Library 
President  Paul  LeClerc  rose  to  thank 
the  six  men  and  women  who  had 
served  on  the  steering  committee  for 
the  event,  which  raised  more  than  $2.5 
million.  “Their  contributions  paid  all 


the  costs,”  he  told  the  several  hundred 
people  dining  in  the  famous  Reading 
Room,  “so  the  money  all  the  rest  of 
you  gave  went  entirely  to  the  Library. 
Most  of  the  committee  made  their 
money  on  Wall  Street:  Marron,  Pin- 
cus,  Fuld,  Rohatyn  and  Schwarzman. 

The  dinner  came  only  months  after 
Blackstone’s  Schwarzman  promised  to 
give  the  library  $100  million  so  that  it 
could  construct  a $1  billion  expansion 
that  will  allow  the  library  to  con- 
solidate its  circulating  and  research 
branches  in  its  42nd  Street  building. 

It  isn't  any  different  when  it  comes 
to  housing.  When  prices  declined  else- 
where in  the  country,  real  estate  brokers 
claimed  New  York  would  be  immune 
for  a myriad  of  reasons:  families  were 
remaining  in  the  city  and  empty-nesters 
returning  from  the  suburbs,  foreign 
buyers  had  an  insatiable  appetite  for 
second  homes  here  and  that  there  was 
simply  too  little  supply. 

Jonathan  Miller,  who  tracks  the 
markets  closely,  tried  to  warn  people 
that  the  single  most  important  factor 
were  Wall  Street  bonuses,  not  because 
the  top  executives  bought  multi-million 
dollar  homes  but  because  young  trad- 
ers and  investment  bankers  — those 
making  close  to  the  $400,000  average 
salary,  were  the  buyers  of  the  million- 
dollar  apartments.  When  the  bonuses 
were  halved  in  2008,  housing  prices 
fell  off  the  cliff.  Median  prices  in  the 
first  quarter  of  2009  declined  20%. 

Nowhere  is  the  connection  between 
the  securities  industry  and  the  city 
clearer  than  in  government  budgets. 
The  state  and  city  taxes  the  profits  of 
Wall  Street  firms,  the  bonuses  of  their 
workers  and  the  real  estate  transac- 
tions spurred  by  their  purchases.  The 
comptroller  report  says  that  the  secu- 
rities industry  accounts  for  20%  of 
revenue  for  the  state  and  9%  of  the 
city.  The  Independent  Budget  Office 
notes  that  between  2002  and  2009, 
city  revenues  grew  1 2%  a year  despite 
the  expiration  of  several  temporary 
taxes,  or  about  four  times  the  rate 
of  inflation.  The  budget  deficits  that 
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afflict  both  are  primarily  the  result  of 
the  latest  Wall  Street  crash. 

President  Barack  Obama  seems  to 
have  read  Liar's  Poker.  In  a broad- 
cast of  the  newsmagazine  60  Min- 
utes earlier  this  year,  he  told  people 
that  worked  on  Wall  Street  that  they 
needed  to  develop  a new  outlook  on 
life.  “In  the  1980s,  people  on  Wall 
Street  made  maybe  20  times  what  a 
teacher  did,”  he  said,  “not  the  200 
times  they  did  recently.” 

His  message  was  aimed  at  mak- 
ing sure  he  wasn’t  swallowed  by  the 
political  anger  directed  at  Wall  Street, 
bur  even  after  public  passions  subside, 
a remaking  of  the  securities  business  is 
inevitable.  All  the  large  broker  dealers 
have  been  converted  to  bank  holding 
companies,  and  as  a result  will  reduce 
their  leverage  from  the  mid-30s  to  the 
high  teens,  guaranteeing  they  will  be 
less  profitable. 

In  New  York  the  consequences 
are  even  more  dire.  New  York  City 
was  home  to  five  major  investment 
banks  in  2008.  Today,  it  is  home  to 
none.  They  have  gone  out  of  business 
(Lehman  and  Bear  Stearns),  been  sold 
(Merrill  Lynch)  or  converted  to  bank 
holding  companies  (Goldman  Sachs 
and  Morgan  Stanley). 

New  York  confronts  both  a 
shrunken  Wall  Street  and  one  that 
doesn’t  pay  as  well.  The  2008  bonus 
pool  of  $ 18  billion  may  have  been  less 
than  half  the  previous  year’s  $33  bil- 
lion, but  it  was  still  the  sixth  highest 
ever.  Sometime  this  fall,  the  2009 
bonus  pool  will  be  totaled,  and  it  will 
probably  be  halved  again.  The  city 
might  emerge  as  it  was  in  the  late 
1990s,  or  it  might  be  more  like  the 
mid-1980s.  It  won’t  be  a poor  city, 
but  it  will  be  far  less  wealthy  than  the 
city  of  the  mid-decade.  CGI 

Greg  David  is  the  editorial  director 
of  Crain’s  New  York  Business.  Some 
of  the  material  in  this  article  first 
appeared  in  Crain’s. 
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JOSEPH  P.  KENNEDY 

PRESENTS 

His  Hollywood  Years 


By  Cari  Beauchamp 

Mention  the  name  Joseph  P.  Ken- 
nedy, the  patriarch  of  the  closest  thing 
America  has  to  a royal  family,  and 
you  can  envision  him  as  an  older 
man  smiling  out  from  a photograph 
surrounded  by  numerous  family  mem- 
bers. Or  perhaps  he  is  gaunt  and  in  a 
wheel  chair,  felled  by  a stroke. 

Erase  those  images. 

Visualize,  instead,  a young  man  in 
his  mid-30s,  over  six  feet  tall  with  a 
slim,  muscular  build,  rust  colored  hair 
and  the  most  wonderful  smile.  He 
strides  confidently  into  the  room  and 
his  vibrant  energy  creates  a head-turn- 
ing charisma  that  commands  atten- 
tion. As  Joan  Fontaine  summarized 
the  attraction,  “He  wore  his  power  so 
comfortably  and  he  could  make  you 
feel  like  you  were  the  only  person  in 
the  world  who  mattered.”  With  bright 
blue  eyes,  a frequent  laugh  and  a ten- 
dency to  slap  his  thigh  when  amused, 
Kennedy  was  strikingly  different  from 
the  typical  Wall  Street  banker  or  stu- 
dio mogul. 

This  is  the  man  who  took  Holly- 
wood by  storm,  at  one  point  running 


four  companies  simultaneously  when 
no  one  before  or  since  has  run  more 
than  one. 

Kennedy  graduated  from  Harvard 
in  1912  — he  was  hardly  the  pov- 
erty stricken  Irish  immigrant  that  he 
would  later  paint  himself.  He  spent 
a year  as  a bank  examiner  — a life- 
changing experience  in  the  sense  that 
it  taught  him  not  to  be  impressed  with 
marble  columns  or  thick  carpets,  but 
to  have  eyes  only  for  the  numbers  on 
the  pages  of  accounting  books.  He 
then  promoted  himself  to  early  local 
fame  as  “America’s  youngest  bank 
president”  at  the  age  of  25.  No  one 
looked  closely  enough  to  discover  that 
it  was  a small,  single  branch:  East  Bos- 
ton Bank  founded  by  his  father  with 
$100,000  in  capital. 

Even  before  he  came  to  Hollywood 
he  practiced  his  maxim:  It’s  not  what 
you  are,  but  what  people  THINK  you 
are  that  is  important. 

Marrying  the  daughter  of  Boston’s 
mayor  was  the  next  feather  in  his  cap, 
and  when  banking  did  not  allow  him  a 
deferment  from  serving  in  World  War 
I,  he  moved  on  to  become  the  number 
two  man  at  a huge  shipyard.  With  the 


Armistice,  it  was  on  to  Wall  Street 
where  he  quickly  learned  the  fine  art 
of  stock  pooling  and  short  selling. 
By  the  mid-’20s,  he  was  a millionaire 
chauffeured  in  his  Rolls  Royce  and  a 
father  of  five  children. 

Kennedy  had  first  been  intrigued 
by  films  in  1919  when  he  audited  the 
books  of  a friendly  theater  owner.  He 
proclaimed  movies  to  be  “another 
telephone. ..a  gold  mine,”  and  he 
reportedly  told  a fellow  broker  “Look 
at  that  bunch  of  pants  pressers  in  Hol- 
lywood making  themselves  million- 
aires. I could  take  the  whole  business 
away  from  them.”  He  would  come 
close  to  doing  just  that. 

“Pants  pressers”  was  his  euphe- 
mism for  the  almost  exclusively  Jewish 
immigrants  who  had  begun  as  glove 
salesmen,  furriers  or  junk  dealers  and 
through  hard  work,  foresight,  luck  and 
timing  had  built  the  burgeoning  stu- 
dios. Movie  making  in  1919  was  still 
coming  into  its  own,  built  to  that  point 
primarily  by  immigrants,  women  and 
those  not  welcome,  let  alone  allowed, 

Above:  Joe  Kennedy,  America's  youngest  bank 
president,  in  1914. 
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in  “legitimate”  professions.  Kennedy 
saw  the  potential  for  huge  profits 
when  few  other  bankers  understood 
the  business,  yet  for  the  first  few  years 
he  flailed  in  his  investing. 

He  signed  the  Boston  Red  Sox 
sensation  Babe  Ruth  to  a film  option, 
but  he  couldn’t  get  any  companies 
to  bite.  He  bought  into  a production 
company  that  went  belly  up  and  then 
created  his  own  distribution 
company.  Kennedy  became 
the  New  England  distributor 
for  Universal’s  movies,  but  it 
was  by  serving  on  the  Board 
of  Directors  of  Robertson 
Cole,  a national  film  distribu- 
tor moving  into  production, 
that  he  learned  the  intricate 
ups  and  downs  of  the  busi- 
ness. When  Robertson  Cole, 
now  called  FBO,  was  at  a 
low  point  in  early  1926, 

Kennedy  bought  the  entire 
company  — with  money  from 
silent  partners — for  $1  mil- 
lion. He  would  later  claim, 
and  most  biographers  just 
repeated,  that  his  purchase  of 
the  company  was  serendipi- 
tous, burying  the  fact  that  it 
was  the  result  of  the  six  chal- 
lenging years  he  had  put  into 
the  business  before  then. 

It  was  over  the  next  four 
years  — between  1926  and 
1930  — as  Hollywood  faced  Joe 

the  tumultuous  transition  from 
silent  films  to  sound  that  Ken- 
nedy rose  to  fame  as  a master 
manipulator  of  the  film  busi- 
ness. Fortune  magazine  used  the  meta- 
phor of  a chess  game  to  describe 
his  Hollywood  climb:  taking  “small 
pawns”  such  as  Robertson  Cole/  FBO 
and  methodically  knocking  down  the 
knights  and  bishops  of  Pathe  and 
Keith  Albee  Orpheum  to  create  “the 
queen  of  RKO”  in  less  than  four 
years. 

How  did  he  do  it?  From  the  very 
beginning,  Joe  operated  differently 
from  any  other  studio  mogul.  Obvi- 


ously, there  was  the  difference  in  ori- 
gin and  background,  but  for  everyone 
but  Kennedy,  their  companies  were 
their  identity.  They  viewed  their  stu- 
dios as  their  family  and  had  overcome 
incredible  odds  to  build,  “stone  by 
stone,”  a business,  a studio,  an  indus- 
try. These  men,  such  as  Louis  B.  Mayer 
of  MGM,  Carl  Laemelle  of  Universal 
and  Adolph  Zukor  of  Paramount, 


Schnitzer  (center).  Hill  I eRaron  ami  I .11.  Derr  (on  his 
celebrating  Kennedy's  tiro  years  heading  FBO. 


were  hardly  paragons  of  virtue,  but 
they  did  take  their  roles  as  leaders  in 
the  community  seriously.  A vital  part 
of  their  self  image  was  the  way  they 
were  perceived  by  that  community. 
Kennedy  alone  was  untethered  by  any 
sense  of  obligation  to  anything  larger 
than  himself. 

Another  difference  was  that  Ken- 
nedy immediately  surrounded  him- 
self with  a cordon  of  loyalists  to  be 
his  eyes  and  ears.  Eddie  Moore,  his 


father-in-law's  former  secretary  who 
had  served  four  Boston  mayors,  had 
been  Kennedy’s  number  one  aide  de 
camp  since  the  early  1920s.  Now  he 
added  other  Irish  Catholics  he  had 
worked  with  in  various  enterprises. 
E.B.  Derr,  Charlie  Sullivan  and  Pat 
Scollard  were  all  trained  accountants 
and  would  each  serve  different  pur- 
poses at  different  times,  but  they  were 
there  to  keep  the  information 
flowing,  assure  all  transac- 
tions were  as  legal  as  pos- 
sible, and  know  when  they 
could  handle  things  and  when 
to  bring  in  Kennedy.  They 
double  checked  each  other’s 
work  and  gave  each  other  a 
bad  time  if  they  were  a nickel 
off.  But  they  also  took  care 
of  each  other  and  — most  of 
all  — they  took  care  of  Joe 
Kennedy.  They  were  willing 
to,  as  Derr  put  it,  “take  the 
gloves  off  and  get  down  in 
the  gutter  to  fight.  Collec- 
tively, we  can  lick  anybody.” 
They  called  each  other  “the 
gang”  and  they  called  Ken- 
nedy “Boss.”  It  was  a clear 
and  simple  world  view:  If 
you  weren’t  one  of  them,  you 
were  “an  outsider.”  There 
was  no  middle  ground. 

A new  accounting  system 
assured  that  there  was  no 
right)  more  money  in  advance  because 
someone  thought  they  might 
need  it.  Now  each  film’s  super- 
visor had  to  provide  a weekly 
accounting  of  every  penny 
spent  under  a dozen  different  catego- 
ries. Funds  were  allocated  only  after 
expenses  were  approved  and  verified 
on  a weekly  basis,  and  the  gang  could 
be  counted  on  to  check  and  double 
check  the  money  as  it  was  transferred 
between  accounts. 

Kennedy  also  revolutionized  film 
financing.  Fie  had  long  known  that  the 
credit  squeezes  and  high  interest  pay- 
ments every  time  there  was  a shortfall 
had  plagued  the  business  for  years,  so 
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Robert  Kennedy 


Patricia  Kennedy 


Eunice  Kennedy 


Joseph  Kennedy,  the  screen’s  newest 
executive  ahd  its  leading  family  man 


Intimate  Visits 

to  the  Homes  of 


ONE  snowy  day  in  February  of  last 
year  four  hurried  men  emerged 
from  the  Harvard  Club  in  New 
York’s  Forty-fourth  street  and 
started  to  board  a taxicab  while  porters 
piled  luggage  and  golf  bags  about  them. 

The  hurrying  four  had  fifteen  minutes  in 
which  to  catch  the  Havana  Limited  which 
was  to  bear  them  to  Palm  Beach. 

A page  boy  dashed  out  as  the  taxi  started. 

“Phone  call  for  Mr.  Kennedy — they  say 
it’s  important.” 

Kennedy  stopped  the  cab  and  went  back 
into  the  club.  A few  moments  later  he 
emerged  and  addressed  his  waiting  com- 
panions. 

“Sorry,  but  you  fellows  will  have  to  go  on  to  Florida 
without  me.  I’m  going  to  Boston  tonight.  I seem  to 
have  bought  a motion  picture  company.” 

Kennedy  sent  his  bag  back  into  the  club  and  turned 
his  steps  toward  Broadway. 

Presently  the  trade  press  and  newspapers  announced 
that  one  Joseph  P.  Kennedy,  mostly  banker,  mostly  of 
Boston,  had  taken  over  control  of  R-C  Pictures  Corpora- 
tion and  the  Film  Booking  Offices,  Inc.  Within  the 
industry  there  was  that  coloration  of  expression  which 
admitted  that  there  was  a touch  of  the  extraordinary 
in  the  advent  of  a man  of  the  type. 

“A  banker!”  commented  Marcus  Loew  in  one  of  his 
waggish  moments.  “A  banker? — why  I thought  this 
business  was  just  for  furriers.” 

Also,  while  there  may  not  be  much  in  a name  there 
is  a considerable  atmosphere  about  the  name  of 
Kennedy  for  the  older  and  dominant  figures  of  the 
motion  picture  world,  because  of  that  other  and  un- 
related Kennedy,  “Fighting”  Jeremiah  J.  Kennedy,  the 
iron  boss  of  the  old  Motion  Picture  Patents  Company, 
the  first  to  put  the  hand  of  discipline  on  the  Industry. 
"Kennedy”  stands  for  order — and  punch — in  the 
motion  picture  mind,  no  matter  who  wears  the  name. 

Further  in  the  year  of  1926  there  were  other  and 
special  aspects  of  the  coming  of  this  Joseph  P.  Kennedy 
into  the  films.  Every  other  important  chieftain  of  the 
contemporary  screen  world  could  plead  extenuating 
circumstances  and  accident  to  account  for  his  presence 
in  the  industry.  None  of  them  committed  cinema 
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deliberately.  Carl  Laemmle  fired  himself  from  a cloth- 
ing store  and  stumbled  into  the  nickelodeon  business 
while  looking  for  a new  job.  William  Fox  made  an 
overlap  dissolve  from  clothing  sponging  to  arcade 
operation.  Marcus  Loew  let  David  Warfield  introduce 
him  to  the  Mutoscope.  Adolph  Zukor  loaned  money 
to  an  arcade  investor  and  had  to  take  the  business  to 
save  his  money.  Jesse  Lasky  loaned  his  good  name  to  a 
friend  who  wanted  to  start  a producing  company.  But 
this  Joseph  Patrick  Kennedy,  in  the  full  maturity  of 
age,  38,  with  a career  of  business  success  behind  him 
in  such  unrelated  concerns  as  banking  and  shipbuild- 
ing, came  in  the  amusement  world  and  the  motion 
pictures  deliberately,  consciously  and  with  his  eyes  open. 

T>  EALLY  something  new  and  different  had  happened 
•*-Mn  the  motion  picture  industry.  It  may  as  well  be 
admitted  that  the  motion  picture  institution  is  an  odd, 
wild  organism,  and  it  knows  it.  It  is  a vast,  intricate 
machine  of  costly  operations,  the  sole  final  activity  of 
which  is  selling  the  public  and  the  theater  their  own 
state  of  mind  about  a shadow  on  the  screen — and  then 
taking  the  shadow  away  to  sell  to  some  one  else.  The 
motion  picture  is  really  so  intangible  that  anything,  or 
nothing  may  be  true  about  it,  and  often  is.  Its  ways 
have  been  supposed  to  be  mysterious,  controlled  en- 
tirely by  some  deep  combination  of  luck,  magic  and 
genius.  No  outsider  is  farther  outside  than  in  the  film 
business.  It  has  developed  a language  and  a logic  of 
its  own.  It  has  bookkeeping  that  has  driven  strong 
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Joe  Kennedy  talks  straight  to  theater  owners  in  this  typical  full-page  ad  in  the  trades. 


he  internalized  financing  by  creating 
a new  company:  the  Cinema  Credits 
Corporation.  Investors  were  promised 
a return  of  7%  annually,  and  within 
weeks  $500,000  worth  of  CCC  stock 
had  been  sold.  With  that,  Kennedy  cre- 
ated lines  of  credit  worth  more  than  a 
million  dollars  at  four  different  banks. 

Cinema  Credits  Corporation  was  a 


simple,  but  brilliant  creation.  The  ebb 
and  flow  of  cash  was  no  longer  a con- 
cern. It  was  the  equivalent  of  a private 
bank  providing  a revolving  fund  that 
kept  financing  in  house  and  carefully 
monitored,  which  was  the  key  to  put- 
ting FBO  on  steady  financial  footing. 
CCC  also  gave  Kennedy  total  control. 
There  were  no  external  financiers  to 


placate  or  superiors  to  cajole.  As  Budd 
Schulberg,  son  of  the  Paramount  pro- 
duction chief  BP  Schulberg,  remem- 
bered, “All  you  had  to  say  was  ‘New 
York”’  to  make  other  studio  heads 
shudder.  It  meant  they  had  to  justify 
their  spending.  “It  meant  trouble.  ‘New 
York’  was  bad  news.”  By  creating 
Cinema  Credits,  Kennedy  didn’t  have 
a “New  York”  to  worry  about.  There 
was  no  one  to  check  with  or  wait  on,  let 
alone  to  question  him.  He  was  “New 
York”  and  so  he  was  free  to  concen- 
trate on  the  task  at  hand:  making  and 
distributing  movies  at  a profit. 

After  turning  FBO  around,  Kenne- 
dy’s reputation  was  golden,  and  so  the 
money  men  behind  Pathe  approached 
him  about  taking  over  that  company. 
His  first  assignment  was  to  success- 
fully negotiate  Cecil  B.  DeMille  out  of 
his  contract  and  then  reorganize  the 
company  with  the  same  tight  finan- 
cial reins  he  had  instituted  at  FBO. 
That  accomplished,  Joe  became  the 
front  man  to  take  over  Keith  Albee 
Orpheum,  700  theaters  that  had  been 
vaudeville  venues,  but  soon  were  to 
be  turned  into  movie  theaters.  (The 
assumption  is  often  made  that  Vaude- 
ville died  because  audiences  preferred 
films,  but  in  actuality  vaudevillians 
lost  their  venues  as  their  theaters  were 
taken  over  by  screens  and  projectors.) 

Kennedy’s  next  acquisition  was 
First  National,  a consortium  of  the- 
ater circuits  that  also  produced  their 
own  films  — at  the  time  one  of  the 
largest  film  companies  that  would 
eventually  be  taken  over  by  Warner 
Brothers.  In  fact  it  is  the  studio  that  is 
seen  today  in  the  credits  of  every  War- 
ner Brothers  film.  With  each  transac- 
tion, Joe  picked  up  massive  stock 
holdings,  at  least  $2,000  a week  in 
salary  and  more  companies  to  pay  his 
expenses  and  those  of  the  gang.  He 
double  billed  when  he  could  get  away 
with  it  and  paid  for  little,  if  anything, 
himself.  Even  his  cabled  responses  to 
the  sympathy  notes  he  received  on  the 
death  of  his  father  were  billed  to  one 
of  his  companies. 
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Kennedy  was  profiled  in  national 
magazines  and  newspapers  as  a bril- 
liant financial  wunderkind  — “the  most 
intriguing  personality  in  the  motion 
picture  world.”  Louella  Parsons  hailed 
him  as  “the  coming  Napoleon"  of 
the  movies,  the  white  knight  with  the 
wherewithal  to  save  film  companies  by 
merging  them — and  bringing  bank- 
ers and  corporate  representatives  onto 
their  boards  of  directors.  In  retrospect, 
it  is  clear  that  Kennedy  was  laying  the 
groundwork  for  today’s  Hollywood. 
Even  he  might  be  surprised  to  find 
that  United  Artists,  Metro  Goldwyn 
Mayer  and  Columbia  are  now  all  par- 
tially owned  by  the  same  multinational 
conglomerate,  but  he  is  the  one  who 
designed  that  very  blueprint. 

More  than  100  films  were  released 
under  the  banner  of  “Joseph  P.  Ken- 
nedy Presents.”  (If  he  could  promote 
himself  and  his  films  at  the  same  time, 
why  not?)  He  put  his  picture  in  his  com- 
pany’s ads  labeling  himself  “A  Master 
Showman"  and  had  his  name  on  the 
song  sheets  for  his  films.  He  was  given 
more  column  inches  in  the  trades  than 
any  other  studio  head  and  was  even 
featured  in  spreads  in  fan  magazines 

While  he  was  being  touted  in  these 
articles  as  the  industry’s  leading  family 
man,  he  was  conducting  his  long-term 
affair  with  the  queen  of  the  movies, 
Gloria  Swanson.  And  while  he  would 
have  many  affairs  during  his  lifetime, 
the  one  with  Gloria  was  the  only  one 
that  really  threatened  his  marriage. 
She  had  seen  him  as  her  savior  when 
she  came  to  him  half  a million  dollars 
in  debt,  but  two  years  later,  she  found 
herself  joining  the  ranks  of  those  he 
had  turned  his  back  on  and  a million 
and  a half  dollars  in  debt.  Her  career 
never  really  recovered. 

Kennedy  survived  the  Crash  of 
1929  with  his  fortune  larger  than  ever. 
While  he  would  later  tell  tales  of  get- 
ting out  when  a shoe  shine  boy  starred 
giving  him  tips,  he  had  methodically 
been  moving  his  stocks  to  cash  and 
bonds  since  mid- 1928.  Through  the 
movies,  he  had  gone  from  being  worth 
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a little  over  Si  million  in  1926  to  at 
least  $15  million  in  1930.  After  receiv- 
ing huge  stock  holdings  and  options 
with  each  new  company,  he  had  been 
busy  selling  his  stock  in  small  batches 
under  the  names  of  his  underlings  all 
the  way  through  the  middle  of  Octo- 
ber 1929.  By  1932  he  was  proclaimed 
to  be  the  richest  Irish  American  in 
the  world  and  was  supporting  Frank- 
lin Roosevelt  because  — in  a situation 
very  much  like  today  — he  foresaw 
that  power  was  moving  from  Wall 
Street  to  Washington. 

Kennedy  went  on  to  serve  as  the 
first  Chairman  of  the  Securities  and 
Exchange  Commission.  Roosevelt 
reportedly  chuckled  to  intimates  that 
it  takes  a thief  to  catch  a thief,  and  he 
was  proven  right.  Kennedy  turned  on 
a dime  and  transformed  himself  from 
Wall  Street  wolf  into  the  man  who 
instituted  the  reforms  he  saw  as  nec- 
essary to  save  capitalism.  Those  who 
had  howled  at  his  appointment  had  to 
admit  a year  and  a half  later  that  he 
had  done  a brilliant  job. 

He  also  served  as  chair  of  the 
Maritime  Commission  until  he  was 
appointed  to  be  ambassador  to  the 
Court  of  Sr.  James  in  1938.  Kennedy 
was  one  of  half  a dozen  men  to  be 
consistently  mentioned  as  the  obvious 


candidate  for  President  until  Roosevelt 
decided  at  the  last  minute  to  run  for  an 
unprecedented  third  term.  As  ambas- 
sador, it  was  Kennedy’s  entrenched 
isolationism  and  his  tendency  to  speak 
his  mind  that  doomed  his  reputation, 
and  he  was  forced  from  public  life  for 
good.  After  resigning  as  ambassador 
in  1940,  he  turned  his  attention  to  his 
sons’  careers.  Joseph  Jr.  was  killed  in  a 
bombing  raid  during  the  War,  and  as 
Jack  himself  put  it  at  the  time,  “The 
burden  falls  to  me.” 

Joe  Kennedy  was  a multifaceted, 
magnetic  charmer,  a devious  visionary 
with  exquisite  timing  and  more  than  a 
glimpse  of  genius.  And  there  was  noth- 
ing, including  the  destruction  of  other 
people’s  careers,  that  factored  into  his 
consuming  passion  to  increase  the  bot- 
tom line  on  his  personal  bank  account. 
He  pur  everything  and  everyone,  from 
Gloria  Swanson  to  Adolph  Hitler, 
through  a lens  of  dollars  and  cents. 

Kennedy  took  what  he  learned  in 
Hollywood  to  turn  himself  and  his 
family  into  celebrities,  and  that  influ- 
enced everything  he  did  from  then  on 
including  his  son's  election  to  the  Presi- 
dency. And  it  was  also  Hollywood  that 
provided  the  foundation  of  Kennedy’s 
wealth.  According  to  Arthur  Krock  of 
The  New  York  Times , when  Kennedy 
left  Hollywood,  “he  already  had  so 
much  money  that  making  the  rest  of 
it,  which  must  have  been  many,  many 
millions,  was  almost  a routine  affair.” 

As  Betty  l.asky,  daughter  of  film 
pioneer  Jesse  L.asky  put  it  to  me  with 
a trace  of  awe,  “Joe  was  the  first  and 
only  outsider  ever  to  fleece  Holly- 
wood.” Ha 
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US  Government  Thrift  Securities 
in  the  Great  Depression 


By  Franklin  Noll 

On  October  29,  1929,  a day  now 
known  as  Black  Tuesday,  the  stock 
market  crashed,  ending  the  economic 
boom  of  the  1920s.  The  crash  was  part 
of  a worldwide  economic  depression 
that  would  last  into  the  early  1940s. 
At  one  point  in  the  early  1930s,  a 
quarter  of  the  workforce  was  unem- 
ployed as  businesses  in  every  sector 
of  the  economy  closed  their  doors.  As 
the  Great  Depression  deepened,  many 
banks  also  failed,  wiping  out  the  sav- 
ings of  depositors.  Banks  simply  were 
no  longer  safe  places  to  keep  money. 
As  a result,  depositors  withdrew  their 
money  and  hid  it  at  home  or  kept  it  in 
safe-deposit  boxes.  This  action  denied 
banks  the  assets  they  needed  to  make 
loans,  further  dampening  business 
activity  during  the  Depression. 

To  combat  the  withdrawal  of  funds, 
the  Government  began  to  experiment 
with  thrift  securities,  bonds,  notes  and 
certificates  designed  to  help  average 
people  become  savers  and  investors. 
Low-denomination  securities  aimed 
at  savers  were  nothing  new;  they  first 
appeared  during  World  War  I in  the 
form  of  Thrift  and  Savings  Stamps 
and  Savings  Certificates  as  part  of  the 
wartime  funding  campaign.  However, 
the  popular  urge  to  save  withered  in 
the  peace  and  stock  market  boom  of 
the  1920s.  With  the  return  of  hard 
times  in  the  1930s  came  the  resur- 
rection of  thrift  securities.  By  having 
Americans  invest  in  Treasury  securi- 
ties, the  government  hoped  to  get 
money  back  into  the  economy  while 
giving  people  a safe  place  to  invest 
their  money. 

The  Depression-era  return  to  thrift 
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securities  began  under  the  Hoover 
administration.  Seeking  to  stop  the 
flight  of  deposits  from  the  banks, 
President  Herbert  Hoover  began  an 
“anti-hoarding  campaign”  on  Febru- 
ary 3,  1932.  He  estimated  that  $1.5 
billion  (25%  of  all  US  currency)  was 
sitting  idle  outside  of  the  banking 
industry,  resulting  in  the  loss  of  up 
to  $15  billion  in  available  credit.  It 
was  therefore  the  patriotic  duty  of 
everyone,  he  declared,  to  enlist  in  the 
war  against  the  economic  downturn 
by  depositing  their  money  in  a bank. 


Doing  so,  Hoover  stated  at  a White 
House  conference  on  the  hoarding  of 
currency,  would  be  “a  patriotic  ser- 
vice to  the  country  as  a whole.” 

To  lead  this  campaign,  the  Presi- 
dent recruited  Frank  Knox,  publisher 
of  the  Chicago  Daily  News.  Knox  cre- 
ated a Citizens  Reconstruction  Com- 
mittee that  carried  on  an  educational 
campaign  involving  the  creation  of 
thousands  of  local  committees  across 
the  country.  The  goal  was  to  spread 
the  message  that  “hoarded  currency 
means  that  high-powered  dollars 
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are  idle  and  that  in  turn  means  idle 
business,  idle  men  and  depreciated 
prices.”  Knox  urged  Americans  to  buy 
consumer  goods  and  deposit  money  in 
banks.  However,  as  Knox  stated  in  a 
press  release,  “If  the  owners  of  idle, 
hidden  dollars  do  not  want  to  employ 
them  in  normal  ways.  Uncle  Sam 
will  give  them  a job — and  pay  them 
wages.”  In  other  words,  Americans 
should  buy  government  securities. 

With  the  start  of  the  anti-hoarding 
campaign,  Knox  had  requested  that 
the  Treasury  provide  a special  security 
that  could  be  sold  on  subscription  by 
the  local  committees.  The  purpose  of 
the  security  was  to  provide  an  alter- 
native to  a hoarder  who  wanted  to 
invest  his  money  but  did  not  want  to 
deposit  it  in  a bank  that  might  fail  and 
close  its  doors,  taking  his  money  with 
it.  In  response,  the  Treasury  created 
for  Knox  savings  certificates  officially 
titled  United  States  Treasury  Certifi- 
cates. These  were  one-year  certificates 
redeemable  on  60  days  notice.  I hey 
were  issued  as  couponed,  bearer  bonds 
in  denominations  of  $50,  $100  and 
$500  and  were  payable  in  gold.  The 
interest  rate  paid  was  2%,  which  was 
slightly  below  the  average  rate  paid 
on  a savings  account.  The  rate  of  the 
certificate  was  set  lower  to  discourage 
people  from  withdrawing  money  from 
banks  to  buy  these  securities. 

The  Treasury  leadership  did  not 
share  Knox’s  enthusiasm  for  thrift 
securities.  It  was  very  concerned  that 
the  Treasury  certificates  would  become 
too  popular  among  the  public  as  a safe 
alternative  to  bank  savings  accounts. 
Secretary  of  the  Treasury  Ogden  Mills 
wanted  to  keep  the  certificates  as  quiet 
as  possible  with  no  national  publicity 
and  only  local  sales  efforts.  The  “great 
danger,”  as  he  saw  it,  was  “that 
an  obligation  sufficiently  attractive 
to  the  hoarder  will  be  equally  attrac- 
tive to  the  depositor  and  will  result  in 
the  wholesale  withdrawal  of  deposits 
from  banks.”  Mills  was  right  to  be 
concerned  about  the  public’s  demand 
for  a safe,  government  savings  deposit 


alternative.  The  Treasury  certificates 
proved  immensely  popular,  and  the 
Treasurv  asked  Knox  to  end  sales  as 
quickly  as  possible.  Despite  only  being 
offered  for  less  than  a month  under 
quiet  conditions,  almost  $35  million 
worth  was  sold. 

However,  the  idea  of  a Treasury 
security  aimed  at  the  average  citizen 
caught  on  among  statesmen  and  econ- 
omists. In  early  1932,  a plan  was  put 
before  Congress  to  fund  massive  public 
works  projects  to  revitalize  the  econ- 
omv  through  the  sale  of  low-denomi- 
nation bonds  to  average  citizens.  One 
economist  argued  that  “large  amounts 
of  hoarded  money  would  come  out 
of  hiding”  if  the  government  gave 
the  public  a safe,  sensible  way  to  put 
their  money  to  work.  He  added  that 
Hoover’s  Treasury  certificates  were 
not  the  best  solution:  “Instead  of  say- 
ing to  John  Jones,  ‘You  are  a hoarder. 
Buy  these  anti-hoarding  bonds,’  [the 
government]  should  say,  ‘You  are  a 
fine  citizen  with  some  surplus  funds. 
Here  is  a good  investment. '”  These 
bonds  might  lead  to  a reduction  in 
bank  deposits,  but  this  loss  would 
be  offset  by  the  influx  of  previously 


hoarded,  non-productive  money  used 
to  buy  bonds  and  the  government's 
use  of  that  money  to  boost  the  over- 
all economy.  However,  such  thinking 
proved  too  radical  for  Congress  and 
the  Hoover  administration.  Nothing 
came  of  the  plan  to  use  thrift  securities 
to  finance  an  economic  stimulus. 

More  amenable  to  these  kinds  of 
ideas  was  Franklin  Roosevelt  s Trea- 
sury Secretary,  Henry  Morgenthau, 
Jr.  In  the  first  months  of  1935,  he 
was  tasked  with  the  job  of  finding 
money  for  the  public  works  programs 
recently  passed  by  Congress.  These 
New  Deal  programs  had  an  initial 
cost  of  $4.8  billion.  As  part  of  his 
funding  plan,  Morgenthau  picked  up 
the  idea  of  low-denomination  securi- 
ties sold  to  the  general  public,  which 
was  also  becoming  popular  in  Europe. 
Such  securities  would  help  finance  the 
New  Deal  while  giving  Americans  a 
safe  place  to  put  their  money  as  had 
been  the  case  with  the  Hoover  I rea- 
sury  certificates.  For  even  though  the 
worst  of  the  banking  crisis  had  passed 
and  the  FDIC  had  been  created,  many 
Americans  still  distrusted  the  security 
of  savings  deposits  in  banks. 
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Morgenthau  also  saw  thrift  secu- 
rities as  a way  not  only  to  boost 
the  economy  but  also  as  a way  to 
instill  the  habit  of  saving,  to  educate 
Americans  about  government  securi- 
ties, and  to  involve  all  Americans  in 
their  government  or  “to  sell  shares 
in  America.”  Buying  bonds  from  the 
Treasury  would  give  citizens  a vested 
interest  in  the  actions  of  the  govern- 
ment, especially  its  spending,  as  well 
as  its  continued  success.  In  sum,  he 
saw  buying  bonds  as  a citizen’s  invest- 
ment in  democracy. 

In  early  1935,  Morgenthau  intro- 
duced legislation  in  Congress  to  permit 
the  issuance  of  a new,  popular  type 
of  security  to  be  known  as  a United 
States  Savings  Bond.  The  bill  readily 
passed  both  the  House  and  Senate 
and,  on  February  4,  1935,  was  signed 
into  law  by  President  Roosevelt. 

Morgenthau’s  savings  bonds  were 
designed  to  be  the  ultimate  in  safe 
investments.  Unlike  the  Treasury  cer- 
tificates of  the  Hoover  administration, 
they  were  registered  securities  which 
could  be  replaced  in  the  event  of  loss, 
theft  or  destruction.  To  make  them 
immune  to  market  risk,  the  bonds 
were  also  non-transferable  and  could 
not  be  pledged  as  collateral  for  loans. 

More  extraordinary  was  the 
fact  that  the  bonds  had  guaranteed 
redemption  values  throughout  their 
lives.  At  any  time  after  a 60-day  hold- 
ing period,  the  savings  bonds  could  be 
redeemed  at  full  purchase  price  plus 
accumulated  interest.  To  drive  home 
this  point  to  the  investor,  a table  of 
redemption  values  was  printed  on  the 
face  of  every  bond.  This  enabled  “the 
purchaser  to  know  its  redemption 
value  at  all  times.” 

They  were  also  discount  bonds, 
meaning  the  bonds  were  sold  at  less 
than  par  (25%  below  par  for  savings 
bonds)  and  would  increase  in  value 
over  time  until  they  reached  face  value 
in  10  years.  Savings  bonds  were  avail- 
able in  popularly-priced  denomina- 
tions, starting  at  $25  (purchase  price 
$18.75)  and  topping-out  at  $1,000 


(purchase  price  $750).  Their  interest 
rate  was  a competitive  2.9%,  com- 
pounded semi-annually,  when  held 
to  its  10-year  maturity.  The  federal 
income  tax-exempt  yield  was  gradu- 
ated by  year  to  promote  the  long-term 
holding  of  the  bonds  with  it  doubling 
after  the  seventh  year. 

The  first  savings  bonds,  Series  A, 
were  issued  on  March  1,  1935,  and 
were  sold  at  the  14,000  post  offices 
across  the  country.  The  initial  market- 
ing campaign  was  modest,  starting 
with  a newsreel  of  President  Roosevelt 
at  the  White  House  buying  bonds  for 


Frankin  Roosevelt’s  Treasury  Secretary, 
Henry  Morgenthau  Jr. 


himself  and  his  grandchildren.  Sales 
were  at  first  slow,  as  selling  efforts 
were  limited  to  posters  at  local  post 
offices  and  advertisements  in  finan- 
cial publications.  But,  savings  bonds 
proved  extremely  popular  and,  within 
a year,  the  Treasury  sold  $400  million 
worth. 

This  encouraging  success  led  Mor- 
genthau to  create  a Division  of  Sav- 
ings Bonds  in  the  Treasury  Depart- 
ment in  1936  to  oversee  and  promote 
sales.  It  was  headed  by  Eugene  Sloan 
of  the  advertising  agency  of  Sloan  and 
Bryan  of  Saint  Louis.  He  initiated  an 
“aggressive  direct-mail  campaign”  as 
well  as  a series  of  “posters,  maga- 
zine ads,  car  cards  and  point-of-sale 


material,”  which  netted  another  $600 
million  in  savings  bond  sales.  By  the 
end  of  1939,  total  sales  were  above 
$3  billion. 

The  Treasury  eventually  settled  on 
a sales  strategy  based  on  direct  mail 
efforts  to  known  investors.  With  a 
staff  of  less  than  200  and  Congres- 
sional criticism  of  paid  advertising, 
the  Division  of  Savings  Bonds  could 
do  little  else.  Yet,  these  modest  efforts 
resulted  in  an  enthusiastic  base  of 
regular  buyers  that  over  the  six-year 
period  from  March  1935  to  April 
1941  bought  $4  billion  in  Series  A,  B, 
C and  D bonds. 

In  a survey  of  the  first  one  million 
purchasers  of  savings  bonds,  the  Trea- 
sury discovered  that  the  chief  reasons 
for  buying  a bond  were  retirement 
savings,  emergency  funds,  education, 
home  building,  estates,  travel  and 
recreation.  Occupationally,  the  bond 
holders  were,  from  largest  to  small- 
est, skilled  laborers,  clerks,  house- 
wives, salesmen,  teachers,  profession- 
als, executives,  students  and  farmers. 
However,  contrary  to  Secretary  Mor- 
genthau’s hopes  for  a truly  “small 
savers”  program,  the  overwhelming 
majority  of  the  approximately  18  mil- 
lion savings  bonds  sold  were  of  the 
three  largest  denominations:  $100, 
$500  and  $1,000.  This  may  have  been 
inevitable,  given  the  type  of  selective 
marketing  employed. 

The  savings  bonds  program  would 
not  become  the  home  of  the  small 
saver  until  the  start  of  World  War 
II.  In  May  1941,  savings  bonds  were 
re-designated  defense  bonds  as  the 
Treasury  began  a major  campaign 
to  raise  funds  for  the  United  States 
defense  build-up  and  to  focus  the 
average  American  on  the  real  possibil- 
ity of  the  United  States  entering  the 
war.  When  war  came  to  the  country, 
defense  bonds  became  war  bonds  and 
an  unprecedented  sales  campaign  pre- 
occupied the  country  until  the  end 
of  World  War  II.  It  gave  birth  to  the 
Payroll  Savings  Plan  and  a generation 
of  savers  buying  savings  bonds. 
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The  idea  of  the  government  issuing 
a thrift  security  during  hard  times  has 
lived  on  to  the  recent  past.  In  the 
1970s  the  idea  of  “energy  bonds”  to 
meet  the  fuel  crisis  was  circulated 
within  the  Treasury.  September  1 1 
brought  patriot  bonds  and,  in  2005, 
the  notion  of  “Katrina  bonds”  was 
explored.  There  have  also  been  calls  to 
revamp  the  savings  bond  to  meet  the 
needs  of  the  unbanked,  modern  day 
“hoarders”  who  do  not  worry  that  the 
neighborhood  bank  will  fail  but  who 
cannot  maintain  minimum  deposits  or 
pay  monthly  service  fees.  In  these  hard 
times,  it  is  asked  by  some,  should  not 
the  Treasury  again  become  the  “trustee 
for  the  inexperienced  investor”  by 
offering  to  the  smallest  saver  “a  share 
in  America”?  HU 
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In  both  the  financial  markets  and  in 
publishing,  timing  can  be  everything, 
and  in  Lords  of  Finance  author  and 
investment  manager  Liaquat  Ahamed 
has  delivered  a riveting  financial  book 
at  exactly  the  right  time.  So  rearrange 
your  summer  reading  list,  and  be  pre- 
pared to  be  enlightened  and  enter- 
tained (and  maybe  a little  scared)  about 
how  the  smartest  banking  minds  of  the 
1920s  couldn’t  stop  the  world  from 
sliding  into  the  financial  meltdown  and 
business  depression  of  the  1930s. 
Ahamed  wastes  no  time  in  making 


this  80-year-old  saga  current  by  resur- 
recting the  economic  “dream  team”  of 
the  1920s:  the  four  central  bankers  of 
the  United  States,  Britain,  France  and 
Germany  whose  words,  judgments, 
travel  schedules,  and  even  dress,  were 
front  page  news  around  the  world. 
Ahamed  uses  the  actions  and  inter- 
play by  and  among  Benjamin  Strong, 
Montagu  Norman,  Emile  Moreau  and 
Hjalmar  Schacht  to  drive  a compelling 
narrative  of  central  banking  steps  and 
missteps  in  trying  to  turn  the  main 
national  and  global  financial  challenges 
of  the  decade  into  sustainable  economic 
stability  and  success.  But  this  is  no  dry 
banking  story:  it  is  paced  like  a “who- 
done-it,”  with  fascinating  profiles  of 
the  main  players  weaved  together  with 
cameo  appearances  by  almost  everyone 
of  importance  at  the  time. 

After  sketching  sharp  images  of  the 
four  bankers  and  the  arcane  and  often 
archaic  banking  structures  in  which 
they  worked,  Ahamed  correctly  attri- 
butes the  main  problem  faced  by  the 
financial  systems  of  the  1920s  to  the 
battlefields  of  World  War  I.  To  fund 
the  unprecedented  war  costs,  Britain, 
France  and  Germany  all  chose  to  pump 
money  into  their  economies  despite 
traditional  disciplines  linking  cur- 
rency supply  to  gold  reserves.  For  their 
part,  the  Allies  had  another  source  of 
ready  funding — debt  sourced  from  the 
unscarred  United  States.  Ultimately, 
the  staggering  bill  for  WWI  was  pre- 
sented to  post-war  Germany,  setting 
the  stage  for  seemingly  endless  negotia- 
tions among  the  four  countries  on  the 
amount  and  schedule  for  reparations 
and  debt  payment. 

While  their  governments  struggled 
to  defuse  WWI’s  “toxic  debt  bomb” 


and  mend  their  economies,  each  of  the 
central  bankers  in  the  story  focused  on 
getting  capital  flowing  efficiently  and 
on  bringing  back  currency  stability.  In 
doing  so,  Ahamed  points  out  that  they 
faced  daunting  structural  and  political 
hurdles  within  their  own  countries. 
New  York  Fed  Chairman  Benjamin 
Strong  grappled  with  a U.S.  central 
banking  system  still  in  its  infancy, 
misunderstood  and  mistrusted  domes- 
tically. Britain’s  Norman  worked  tire- 
lessly to  restore  his  country’s  pre-war 
power  as  the  dominant  capital  center 
as  its  debt  burden  and  aging  industrial 
base  hastened  an  eclipse  by  the  surging 
U.S.  In  France,  where  fears  of  a strong 
Germany  continued,  Emile  Moreau 
labored  with  a banking  system  where 
decision-making  and  thinking  had  little 
changed  in  a century. 

Horace  Greeley  Hjalmar  Schacht  of 
Germany  is  at  once  the  most  intrigu- 
ing and  repulsive  of  the  four  main 
players.  His  father  a U.S.  citizen, 
Schacht  is  a man  in  a hurry,  pulling 
off  some  striking  fiscal  and  monetary 
successes,  all  the  while  helping  to 
orchestrate  the  frustrating,  but  largely 
successful,  economic  game  of  chicken 
with  France  and  Britain  to  either 
reduce  their  reparation  demands  or 
face  a permanently  unstable  Germany. 
Twenty  years  later,  Schacht  will  sit  in 
the  dock  in  Nuremberg  accused,  but 
ultimately  acquitted,  of  war  crimes. 

There  are  plenty  of  other  twists  and 
turns  in  this  book,  and  Ahamed  tells 
them  well.  There  are  some  unneeded 
details,  such  as  Benjamin  Strong’s  mari- 
tal difficulties,  but  these  shortcomings 
are  minor.  They  are  far  outweighed  by 
the  inclusion  of  voices  like  that  of  John 
Maynard  Keynes  to  play  the  part  of  the 
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Greek  chorus,  warning  all  who  would 
listen  of  a looming  disaster.  However, 
there  are  no  heroes  in  this  story,  and 
Ahamed  refuses  to  make  pat  conclu- 
sions or  posit  easy  blame  on  any  one 
individual  or  country.  If  there  is  a vil- 


lain, it  is  the  gold  standard,  which  had 
at  the  time  an  almost  talismanic  power 
over  banking  and  currency  theory  and 
practice,  and  when  re-applied  seemed 
to  accelerate  the  disintegration  of  an 
already  fragile  economic  situation. 


Lords  of  Finance  tells  the  story  of 
sophisticated,  driven  and  patriotic  men 
struggling,  but  ultimately  failing,  against 
forces  and  events  that  were  impossible 
to  fully  isolate  and  contain.  03 
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It  is  long  overdue  for  rubber  to  get  its 
due.  Since  Dan  Yergin  wrote  his  1991 
epic  The  Prize  on  the  history  of  the  oil 


business,  we  have  had  histories  of  salt, 
nutmeg,  codfish,  even  dust.  Somehow 
rubber  never  got  its  due.  Now  it  has. 

This  is  the  story  of  how  Henry 
Wickham,  a would-be  colonial  adven- 
turer, smuggled  70,000  rubber  tree 
seeds  from  the  Amazon  jungle  back  to 
the  Royal  Gardens  at  Kew  in  London 
in  1876.  The  seedlings  that  sprouted 
were  transplanted  to  the  far  reaches  of 
the  Empire,  breaking  forever  the  Bra- 
zilian monopoly  on  rubber.  It  is  a story 
filled  with  swashbuckling  adventure 
and  bureaucratic  bungling  on  all  sides. 

Jackson  has  done  a magnificent  job 
of  research.  The  notes  and  citations 
run  for  almost  100  pages,  or  a quarter 
of  the  book.  And  Jackson  clearly  cre- 
ates in  Wickham  a sympathetic  char- 
acter, detailing  even  his  flaws,  and  they 
were  many,  in  notes  of  Greek  tragedy. 

Extensive  research  and  a resonant 
main  character  would  usually  be 
strong  points  for  a book,  especially  a 
business  history.  But  in  this  case  Jack- 
son  has  a little  too  much  detail  and  a 
little  too  much  drama.  We  get  page 
after  page  after  page  of  excruciating 
detail  on  tropical  fevers,  and  near- 
nauseating  accounts  of  insect  infesta- 
tions. NB:  you  don’t  want  to  know 
anything  about  botfly  larva. 

We  spend  weeks  with  Wickham 
hacking  through  the  jungle,  and  then 
years  with  him  trying  to  recapture  his 


glory  in  the  far  corners  of  Empire  after 
his  mission  is  completed.  The  book  is 
as  much  a biography  of  the  principal 
as  it  is  a history  of  the  global  rubber 
business.  Both  are  well  done,  but  they 
get  in  each  other’s  way. 

Also  there  are  gory  details  and 
moralizing  about  the  mercantile  econ- 
omy and  the  savagery  of  colonial 
“planters”  — be  they  sugar  barons  in 
the  Caribbean  or  rubber  barons  in 
Brazil.  It  is  germane  to  the  story,  and 
bears  repeating,  but  it  is  not  anything 
new  and  the  repeated  derails  of  atroci- 
ties borders  on  prurient,  especially  in 
what  is  supposed  to  be  a business  his- 
tory. The  blood  on  the  rubber  can’t  be 
ignored,  but  it  can’t  be  allowed  to  take 
over  the  narrative. 

On  the  up  side,  there  are  wonderful 
derails  of  botany  all  throughout,  well 
told  in  context  and  relevance.  There 
are  also  interesting  details  of  Confeder- 
ate refugees  fleeing  the  American  Civil 
War  and  seeking  to  set  up  colonies  in 
South  America.  There  are  also  well- 
told  and  well-researched  segments  on 
the  many  and  varied  native  groups  and 
cultures  throughout  Latin  America. 

This  book  has  a strong  voice  and  an 
even  stronger  basis  of  research.  It  is  told 
in  a passionate  way  with  clean  prose.  It 
would  have  been  better  history  with 
slightly  less  melodrama,  or  better  melo- 
drama with  slightly  less  history.  HD 
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FALSE 


A Surprising  Economic 
H i s lory  of  the  ho  rid 

ALAN  BEATTIE 


By  Alan  Beattie 
Riverhead  Books, 

New  York,  2009 
275  pages,  with  notes, 

$ 26.95 

Reviewed  by  Gregory  DL  Morris 

This  is  the  book  many  people  wish 
they  had  written.  Anyone  who  has 
wondered  why  things  are  the  way  they 
are  in  the  global  economy,  or  anyone 
who  has  traveled  extensively  and  won- 
ders why  different  things  work  in  dif- 
ferent places  has  taken  the  first  steps  of 
the  journey  that  Beattie  has  completed. 
He  takes  on  social,  political,  cultural 
and  even  religious  history  as  they 
intertwine  with  economics  through 
modern  history.  This  is  as  it  should  be, 
because  economics  is  supposed  to  be 


the  study  of  human  behavior. 

The  most  innovative  and  thought- 
provoking  concept  that  Beattie  presents 
comes  in  the  third  chapter  where  he 
discusses  nations’  decisions  to  import 
or  export  food.  That  actually  boils 
down  — literally — to  a decision  to 
import  or  export  water.  We  think  and 
speak  in  terms  of  “drinking  water”  or 
“potable  water”  but  a more  accurate 
term  would  be  “irrigable  water.” 

Beattie  notes  that  humans  consume 
only  about  one  cubic  meter  of  water 
a year  to  drink,  and  about  80  cubic 
meters  of  water  a year  for  washing 
and  bathing,  but  the  food  each  person 
eats  has  at  least  1,000  cubic  meters  of 
water  imbedded  in  it.  Breaking  that 
out  by  food  type,  he  writes  that  a ton 
of  vegetables  has  1,000  cubic  meters 
of  water  imbedded.  A ton  of  wheat 
takes  about  half  again  as  much  more, 
while  a ton  of  beef  takes  a staggering 
42,500  cubic  meters  of  water. 

Beattie’s  other  fascinating  insight 
concerns  mineral  wealth,  for  which 
he  uses  diamonds  and  oil  as  exam- 
ples. The  evidence  is  compelling 
that  nations  “blessed”  with  mineral 
reserves  are  often  also  cursed  with 
low  productivity  in  the  rest  of  the 
economy  and  chronic  corruption  in 
government.  This,  of  course,  is  not 
politically  correct  to  say,  but  Beattie 
lays  out  his  evidence  even-handedly. 

Along  the  way  the  author  is  also  hav- 
ing a bit  of  fun,  with  chapters  covering 
“why  Africa  doesn’t  grow  cocaine,” 
and  “why  are  pandas  so  useless.”  Most 
of  the  time  his  turn  of  phrase  is  clever, 
and  clearly  English.  But  in  being  bluff 


and  breezy,  he  often  strays  into  over- 
simplifications and  tends  to  make  a 
great  many  unilateral  declarations. 

Beattie  also  tends  to  over  generalize. 
In  an  interesting  chapter  about  capital 
cities,  the  main  point  is  that  based  on 
riots  and  rebellions  in  the  ancient  capi- 
tals of  Europe,  colonial  capitals  tend  to 
be  in  smaller  cities  instead  of  the  big 
population  centers.  He  cites  Canberra, 
Wellington  and  Ottawa,  as  well  as  the 
main  subject  of  the  chapter,  Washing- 
ton, D.C.  It  all  makes  sense,  but  it’s  not 
completely  true.  The  first  thing  visitors 
to  Parliament  in  Ottawa  are  told  is 
that  the  capital  was  chosen  for  Canada 
by  Queen  Victoria  because  it  was  the 
only  city  of  sufficient  size  far  from  the 
American  border. 

Not  to  pick,  but  there  also  a few 
minor  misses  that  seem  to  be  inherent 
in  British  authors  when  they  make 
references  to  events  or  places  in  the 
U.S.  For  this  the  responsibility  really 
falls  on  the  New  York  publishers  and 
editors,  rather  than  on  the  authors. 

Overall  this  is  an  easy  read.  It  holds 
the  attention  and  provides  lots  of  food 
for  thought.  There  is  every  hope  that  it 
will  sell  well  and  that  a second  edition 
will  tidy  and  tighten  the  first.  DU 

Gregory  DL  Morris  is  an  independent 
business  journalist  based  in  New  York. 
He  is  principal  and  editorial  director 
of  Enterprise  & Industry  Historical 
Research,  and  is  an  active  member  of 
the  Museum’s  editorial  board.  He  can 
be  contacted  at  gd\m@enterpriseand- 
industry.com. 
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“Everybody  Ought  to  be  Rich" 

continued  from  page  23 

stock  market  ultimately  will  be  more  widely  appreci- 
ated, and  with  that  appreciation  may  come  a richer, 
more  well-rounded  understanding  of  how  Main  Street 
came  to  Wall  Street.  HO 

lattice  Traflet  is  assistant  professor  at  Bucknell  Uni- 
versity’s School  of  Management,  where  she  teaches  a 
capstone  on  “The  Mass  Investing  Society"  in  addition 
to  other  courses.  She  has  written  several  articles  dealing 
with  the  democratization  of  the  stock  market,  which  is 
her  research  focus. 

Note  on  Sources 

“Every  body  Ought  to  be  Rich,"  an  interview  with  John  J.  Raskob  by 
Samuel  Crowther,  first  appeared  in  the  August  1929  edition  of  Ladies 
Home  Journal,  pp.  9,  36.  On  the  backlash  the  article  generated,  see 
'Raskob  Defends  Record  in  Finance,"  New  York  Times,  5 November 
1929,  p.  4.  Some  valuable  sources  exploring  the  rise  in  shareowners  in 
the  earlv  1900s  include  H.T.  Warshow,  “The  Distribution  of  Corpo- 
rate Ownership  in  the  United  States,"  Quarterly  Journal  of  Econom- 
ics, Vol.  39,  No.  I November  19241,  pp.  15-38;  Gardiner  Means, 
"Diffusion  of  Stock  Ownership,"  Quarterly  Journal  of  Economics, 
Volume  44,  Issue  4 August  1930),  pp.  561-600;  Gardiner  Means, 
“The  Separation  of  Ownership  and  Control  in  American  Industry," 
Quarterly  Journal  of  Economics,  Vol.  46,  Issue  I (December  1931), 
pp.  68-100.  In  his  “Diffusion"  article.  Means  also  discusses  the 
impact  of  the  Liberty  Bond  campaigns  as  well  as  the  rise  of  ESOPs 
and  COPs.  Also  on  the  topic  of  who  was  in  the  market  when,  see  the 
Report  on  the  Committee  on  Banking  and  Currency  also  known  as 
the  “Fletcher  Report"  iWashington:  GPO,  1934),  and  Lewis  kimmel. 
Share  ownership  in  the  I'nited  States  (Washington  DC,  Brookings 
Institute,  1952).  Many  newspaper  and  magazine  articles  at  the  time 
made  reference  to  the  rising  number  of  women  equity  investors, 
such  as  “100,000  Women  Here  Play  the  Market,"  New  York  Sun, 
November  1929,  p.  35;  “Women  Stockholders  Rapidly  Increase," 
Nation's  Business,  25  April  1930,  p.  18,  5;  and  Eunice  E.  Barnard, 
“Ladies  of  the  Ticker,”  North  American  Renew  (April  1929),  pp. 
405-10.  The  chart  detailing  the  percentage  of  female  versus  male 
shareowners  in  some  leading  corporations  in  1927  is  adapted  from 
“Woman’s  Investment  Invasion,”  Barrons  15  August  1927,  pp.  7, 
33.  While  the  suh|ect  of  women  investors  prior  to  the  twentieth  cen- 
tury has  long  been  neglected,  some  scholars,  such  as  Robert  VCright , 
Janette  Rutterford,  Ann  Carlos,  and  Larry  Neal  in  recent  years  have 
made  noteworthy  contributions  to  highlighting  women’s  presence  in 
the  securities  markets  both  in  the  United  States  and  abroad.  On  the 
subject  of  historical  legal  obstacles  to  married  women  investing  in  the 
market,  see  David  Stewart,  “Married  Women  Traders,"  The  Ameri- 
can Law  Register,  Vol.  33,  No.  6 (June  1885),  p.  353.  AT&T’s  early 
efforts  to  publicize  the  women  investors  in  their  ranks  is  well  exam- 
ined in  Roland  Marchand’s  Creating  the  ( Corporate  Soul:  The  Rise  of 
Public  Relations  and  Corporate  Imagery  in  American  Big  Business 
(Berkeley:  University  of  California  Press,  1998),  see  especially  pp. 
74-82.  Also  see  Colleen  Dunlavy,  “Social  Conceptions  of  the  Cor- 
poration: Insights  from  the  History  of  Shareholder  Voting  Rights,” 
Washington  and  Lee  Renew  (Fall  2006),  63—67.  Finally,  the  author 
wishes  to  very  much  thank  Skip  McGoun  as  well  as  Hagley  and  its 
seminar  participants  (especially  Bob  Wright  and  Roger  Horowitz)  for 
the  opportunity  to  present  and  receive  helpful  feedback  on  my  topic 
of  “Courting  Women  Stockholders,”  a portion  of  which  is  elaborated 
on  here.  The  author  also  remains  indebted  to  NYSE  archivists  Steven 
Wheeler  and  Janet  L.inde  for  their  generous  assistance. 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history ? 

By  Bob  Shabazian 

1.  Bank  failures  make  headlines  today.  Name  the  first 
chartered  bank  in  the  United  States  to  fail. 

2.  What  amendment,  ratified  in  1913,  gave  Congress  the 
authority  to  enact  the  present  income  tax? 

3.  What  was  Abraham  Lincoln’s  presidential  salary? 

4.  In  1918,  in  order  to  finance  World  War  1,  the  top  rate  of 
the  income  tax  rose  to  what  level? 

5.  Spencer  Clark’s  portrait  on  a five  cent  fractional  currency 
note  in  1864  led  to  what  act  of  Congress? 

6.  Trading  posts  used  from  1930  to  1981  on  the  floor  of  the 
New  York  Stock  Exchange  resembled  what  shape? 

7.  What  President  ended  the  practice  of  fixing  gold  prices  at 
$35  an  ounce? 

8.  Credit  (or  lack  of  it)  is  in  the  news  even'  day.  Name  the 
three  largest  credit  rating  agencies. 

9.  What  was  the  longest  the  New  York  Stock  Exchange 
remained  closed  due  to  outside  circumstances? 

10.  Where  is  the  largest  depository  of  gold  in  the 
United  States? 
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MU$EUM 

OF  AMERICAN 

FINANCE 

The  Museum  of  American  Finance, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
free  market  economy  to  better  the  financial  lives  of 
individuals,  companies  and  nations. 

48  Wall  Street,  New  York  City. 

Open  Tues.  - Sat.  10  a.m.  - 4 p.m. 

Admission:  $8  adults; 

$5  Students/Seniors;  Kids  under  6 free. 

For  further  information,  please  contact  the 
Museum  at  212-908-4110 

or  visit  our  website,  MoAF.org 


IT’S  YOUR  BUSINESS. 

Join  the  Museum’s 

Corporate  Membership  Program 

Put  your  company’s  support  behind  the  Muse- 
um’s work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  can 
include  the  following  benefits: 

• Free  admission  for  employees  and  their  guests 

• Private  tour  of  the  Museum  for  up  to  50  people 

• Acknowledgment  on  the  Museum’s  website, 

in  Financial  History  magazine,  and  in  all  other 
relevant  publicity 

• Special  invitations  to  Museum  openings  and  events 

• Opportunity  to  rent  Museum  spaces 

For  information,  please  contact 
Director  of  Development  Jeanne  Driscoll  at  212-908-4694 
or  jdriscoll@fhiancialbistory.org 


Become  a Smithsonian  Affiliate  Member 


The  Museum  of  American  Finance,  an  Affiliate  of  the  Smithsonian  Institution,  rewards  its  members  at  contributing  levels  with  all 
the  benefits  of  regular  Museum  membership,  plus  the  benefits  of  membership  in  the  Smithsonian. 

Smithsonian  Benefits 

• 12  issues  of  Smithsonian  magazine 

• 10%  discounts  on  shopping  and  dining  when  you  visit  the  Smithsonian 
and  on  all  purchases  from  SmithsonianStore.com 

• 20%  discount  on  publications  from  Smithsonian  Books 

• Affiliate  membership  card 

• Exclusive  international  and  domestic  travel  programs  and  study  tour 
opportunities  from  Smithsonian  Journies 

• Access  to  a special,  members-only  website  at 
http://affiliations.si.edu/members 

• Free  admission  to  the  Cooper-Hewitt  National  Design  Museum  in  New  York 

Finance  Museum 

• 4 issues  of  Financial  History  magazine 

• 10%  discount  in  Museum  Shop 

• Free  admission  for  you  and  a guest 

• Membership  card 

• Advance  notice  of  Museum  events 

• Invitations  to  exhibit  openings  and  members-only  events 

To  become  a Smithsonian  Affiliate  Member,  please  send  a check  for  $150  payable  to  "Museum  of  American  Finance,” 
Membership  Department,  48  Wall  Street,  New  York,  NY  10005.  Al1  hut  $44  of  your  contribution  is  tax-deductible. 
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AUCTIONEERS 


PAST,  PRESENT,  AND  FUTURE 

Whether  you  arc  collecting,  buying,  or  selling,  names  you  have  long  known  are  now  teamed  up  to  bring  you  the  benefits 
ot  the  global  marketplace.  let  experts  with  a collective  100-plus  years  of  expertise  help  you  build  your  collection.  Let  the 
firm  who  holds  countless  world  record  prices,  as  well  as  the  distinguished  honor  ot  selling  a single  security  for  the  highest 
price  ever  through  auction  sell  your  holdings.  Let  the  builders  of  the  world's  premier  scrlpophily  library,  with  reference  files 
on  over  a million  global  securities  otter  their  unparalleled  service  and  a century’s  worth  of  securities  research  to  you.  For  more 
information,  or  to  consign  to  an  upcoming  sale  please  contact  our  experts  Caleb  I sterline,  Matthew  Orsini,  or  Mark  Anderson. 


STOCKS  & BONDS 
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800-622-1880  www.spinksmythe.com  info@spinksnmhe.com 
N 1 Vi'  H)RK  2 Rector  St.  1 2th  FI.  New  York,  NY  1 0006  DAI  LAS  3100  Monticello,  Suite  925,  Dallas, TX  75205 
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Visit  the  Museum  of  American 
Finance  today  to  view  this 
groundbreaking  new  exhibit 
showcasing  notable  women  inr 
the  world  of  finance  and  Wall 
Street,  both  historically  and  in 
modern  times. 


MUSEUM 

OF  AMERICAN 

FINANCE 


48  Wall  Street 
New  York,  NY  10005 
212-908-4110 

www.MoAF.org 


